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PREFACE 


THIS Is a study of the growth and distribution of personal expenditure 
on consumer goods and services in Canada, and with the prospects for 
consumption expenditure. It is a somewhat primitive attempt to bring the 
consumption experience in Canada to bear on the general tasks set for the 
Commission. 


The study was carried out in the general orbit directed by Prof. Wm. C. 
Hood; for his help I am very grateful. For some time I was assisted by 
Prof. H. E. English of Carleton University; his aid was greatly appreciated. 
Common interests led to close association with Mr. D. H. Fullerton, much to 
my benefit. The study could not have been carried out at all, in the time 
available, except for the wonderful co-operation of the Research and Develop- 
ment Division of the Dominion Bureau of Statistics, particularly F. H. 
Leacy, D. H. Jones and W. J. Purcell of that division. Mr. T. H. Bocking, 
of the Department of Trade and Commerce also provided helpful counsel 
and data. 


I would also like to thank Mr. D. V. LePan, the Secretary of the 
Commission, for his endless help and stimulation; the Commissioners for 
their interest in the work; and the Board of Trustees of Queen’s University, 
who, by granting a year’s leave of absence, permitted me to undertake this 
study and other work for the Commission. 


DAVID W. SLATER 


Kingston, Canada. 
May, 1957. 


INTRODUCTION AND SOME CONCLUSIONS 


THIs Is a study of the growth and distribution of consumer expenditures 
in Canada. More than three-quarters of our net incomes or about two- 
thirds of our Gross National Product (G.N.P.) are used directly to meet 
our personal desires to consume goods and services. The importance of 
consumption activities is not to be judged merely by the size of these frac- 
tions; in a fundamental sense the consumer is supreme in our society. On 
the one hand, consumption of goods and services is the overwhelmingly 
most important object of Canadian economic activity. On the other hand, 
the individual consumer is considered to be, in most matters, the best 
judge of what is in his interest. The growth of the economy as a whole and 
the growth of various industries depends on the behaviour of Canadian 
consumers. 


I. Scope, Method and Organization of the Study 


The main purpose of the study is to provide directly some indication of 
the role of personal expenditures in Canadian economic growth. Is more or 
less of our national product devoted to consumption activities now than 
in the past ? Why ? Is there any trend of change in the proportion of personal 
incomes which Canadians spend on consumer goods and services and save ? 
What is the basis of such trend? Are Canadians devoting larger or smaller 
shares of their expenditures to the purchase of food, or shelter, or durable 
goods? Why? What are the probable future trends in the distribution of 
personal expenditure among the wide variety of competing alternatives? 
Such matters as these form the main body of the study. 


The essay involves considerable forecasting activity. In large measure, 
these ventures were designed to assist various of the other studies prepared 
for the Commission. For example, in the study of housing and social capital 
it was useful to have some explicit information on past trends in consumer 
expenditure on shelter and on health services and on education, and to ask 
about the levels of consumer expenditure implied by various forecasts of 
housing construction, and health services. Similarly, since the prospects for 
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various secondary industries in Canada depend on the growth and distri- 
bution of consumer expenditure it was useful to bring these data to bear on 
the study of secondary industry. 


Both in the analysis of past trends and in forecasting trends in Canadian 
personal expenditure, this study should be described as a limited, somewhat 
impressionistic and somewhat superficial piece. There is a surprisingly 
small body of published work on the level and distribution of consumer 
expenditure in Canada. The resources available to the Commission for 
this study were necessarily limited. Thus the conclusions of this essay 
should be regarded as rough and tentative. Even so, it is far better to 
bring systematically the important body of data on consumption and con- 
sumer expenditure to bear on the Commission’s work than to ignore the 
evidence or to use it in a piecemeal fashion. 


The study is organized into three main chapters. Chapter 2 contains a 
description of the historic trends in total Canadian consumer expenditure 
and personal saving, and the distribution of that expenditure. Chapter 3 
deals with the analysis of trends in aggregate or total consumer expenditure 
and personal saving, and with the prospects, focusing attention primarily 
on long-run consumption and saving possibilities. Chapter 4 is concerned 
with the trends in various classes of personal expenditure and sets out our 
view of the prospects for various types of expenditure. A brief final chapter 
is included; this explores a few of the implications of the prospective level 
and distribution of personal expenditure, and deals with the problems of 
adjusting the consumption and personal savings to various economic 
circumstances. 


Four appendices are also included. The first deals with the measure- 
ment of total personal expenditure and saving in Canada, and the second 
treats measurement of the distribution of personal expenditure in Canada. 
The third appendix is concerned with the basis of some of the forecasts 
in Chapters 3 and 4. The last is a table setting forth details of aggregate and 
per capita personal expenditure in both current and constant dollars. 


II. A Few Conclusions of the Study 


Canadians now enjoy high average levels of consumption of goods and 
services in comparison either with their own past experience or with the 
present position in most other countries in the world. The prospects are for 
further large increases both in the consumption of goods and services and 
in the leisure available to Canadians. 


Personal expenditure accounts for a smaller fraction of G.N.P. now 
than it did three decades ago, mainly because of the larger fraction of the 
nation’s output used to meet government expenditure on goods and services. 
Out of their personal disposable incomes, the fractions devoted to consump- 
tion expenditures and to personal savings by Canadians appear to be about 
the same now as under full employment conditions in the past. In other 
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Table 1 
SUMMARY OF TRENDS AND PROSPECTS—PERSONAL 
EXPENDITURE ON CONSUMER GOODS AND SERVICES 
(all value data in constant 1949 dollars) 


Average Average Prospects 
Item ab 1926-29 1952-55 1965 

GAN Mbp Ti ITONS 3 Mies sues sbi wetiys ares hele 8,350 20,333 32,400 61,800 
2. Personal expenditure on 

consumer goods and services............. 5,810 13,204 21,300 41,600 
3. Per capita personal expenditure 

on consumer goods and services.......... 597 880 1,090 1,560 
Amealndexaot GeNePeal952-55 100s sea a6 eee a 41 100 159 303 
5. Index of personal expenditure on consumer 

goods and services, 1952-55=100....... 44 100 161 Bilis 
6. Index of per capita personal expenditure on 

consumer goods and services, 1952-55 =100 68 100 124 176 


SOURCE: Line 1 and the population estimates for calculation of Line 3: Wm. C. Hood and Antho- 

ny Scott, Output, Labour and Capital in the Canadian Economy, Ottawa, 1957. 
words, as our standards of living have increased, there has been little change 
in the average fraction of our personal disposable income which we save. 
Our judgment is that the ratio of consumption expenditures to personal 
disposable income and the ratio of personal saving to income will be about 
the same in the future as in recent years. Of course, there have been and will 
continue to be short-run fluctuations in the ratio but our interest is primarily 
in the long-run trends. 


As our incomes have increased, smaller fractions have been required 
to meet the minimum physiological needs of food, shelter and clothing. 
However, it is our socially determined desires or tastes, rather than our 
physiological needs, which are relevant to explaining the pattern of consumer 
expenditure. In fact the fraction of our incomes devoted to purchasing food, 
clothing and personal furnishings, shelter, domestic service, household 
cleaning supplies and commercial transportation services have decreased 
during the last quarter century. The surprising thing is how little the 
fractions have declined; for example, food and fuel take only slightly smaller 
proportions of our budgets now than they did in the later 1920’s, despite 
the fact that the average per capita real income is about 45% larger now. 
The explanation of the surprisingly rapid increase in expenditure on food, 
clothing, and fuel is partly a matter of the improved quality of the items we 
now buy, and partly a matter of buying goods in much more convenient and 
time-saving forms. We buy frozen food, prepared breakfast foods, fresh 
and cleaned vegetables, prepared salad dressings, roasted chickens and so 
on; whereas 30 years ago we might have bought fresh turnips for storage, 
and berries in season for home-canning, oatmeal, vinegar to make salad 
dressings at home and live fowl. It is our expectation that the average quality 
of goods demanded by Canadians will continue to increase; that the transfer 
of food preparation activities and the manufacture of clothing from the home 
to the commercial sectors of the economy will continue, that Canadians will 
have a strong preference for goods which can be used or which will do various 
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tasks in more convenient and time-saving ways. While we believe that 
smaller fractions of personal expenditure than at present will be devoted 
to food, clothing and personal furnishings, shelter and fuel, the rate of 
decrease in the proportions is not expected to be large. 


Perhaps more interesting are the classes of expenditure which have 
increased more rapidly than the average in the past. These include the 
purchase and operation of automobiles, the purchase of consumer durables, 
tobacco products and alcoholic beverages, drugs, cosmetics and toilet 
preparations and some types of recreational expenditure. More recently, 
rapid increases have taken place in personal expenditure on hobby and 
sporting equipment. The average Canadian’s stock of personal and house- 
hold durable goods has increased greatly over the last 30 years, and this 
trend is expected to continue. There are exceptional factors explaining the 
relatively rapid growth in expenditure on tobacco products and alcoholic 
beverages in the past, and these items are not expected to account for larger 
shares of our budgets in the future. The fractions of our incomes devoted to 
health services, drugs, recreational activities and hobby and sporting equip- 
ment are all expected to increase substantially in the future. 


The picture is one of a rich people becoming richer, of households 
with the time and means for increased use of sporting and hobby equipment 
and travel, of a people with few servants and many items of household 
equipment, of a nation with fairly low standards of housing but many 
automobiles. It is a picture of an acquisitive society, the members of which 
are prepared to work for but expect substantially higher levels of material 
living. 


Table 2 
SUMMARY: THE DISTRIBUTION OF TOTAL PERSONAL 
EXPENDITURE 
(percentage of total personal expenditure) 
Average Average Prospects 

Item 1926-29 1952-55 1965 1980 

iS Sforors meee er MEA aM ergy ete, Amen ty Ss o's Bao 29.9 PH AY 26.0 24.5 

2, BOD ACC Os kis op he sens cachok tas eae ee ee 2.4 Bos) Sa5) Dei 

By Alcoholic beverages ene atten nee 350) 5.4 So) BEE) 

4. Clothing and personal furnishings......... 139 12.4 11.8 Mil 5 2 
5) 


. Fuel, electricity, gas, telephone, household 
supplies, insurance, moving expense, 
repairs to furniture and appliances, 


6. Furniture, household appliances, 


radio and television Sets;.....-.-.++66 2% SING 4.4 0) 555) 
ie ispace Tent.,explicit and amplicit...+ see cer Pwe9 10.0 5) 8.5 
8. Purchase and operation of automobiles. ... US) LOS 10.9 11.9 
OW Purchased transportation: aon.os.ee eee 2.4 1.9 1.8 27 
10; >Personaliandi medical care. 4)... ee 6.1 6.9 lund 8.4 
Lie Miscellamcauseet usr. te cee ee 8.8 9.6 1072 118 
12. Total personal expenditure......... 100.0 100.0 100.0 100.0 
NOTE: The figures may not add exactly to 100.0 due to rounding. 


SOURCE: Table 26. 


TRENDS IN CANADIAN CONSUMPTION EXPENDITURE 


I. What Trends are Investigated? 


Canadians now enjoy high average levels of material comfort in 
comparison with either their own past experience or the contemporary 
position in most other countries in the world. This chapter is primarily 
concerned with description of long-run trends in personal expenditure and 
saving in Canada and with comparisons between Canada and other countries. 
Have the real levels of income and consumption in Canada increased ? 
By how much? Do Canadians, in their personal accounts, save larger or 
smaller fractions of their incomes than they used to ? What is the distribution 
of consumer expenditure in Canada among various activities or various 
types of goods and services ? Have there been any marked secular shifts in 
this distribution? What are the main differences between the levels and 
patterns of living in Canada and in other countries, notably the United 
States? Has the change in the level and pattern of Canadian consumer 
expenditure been reflected mainly in demands for the output of Canadian 
primary products and manufactured output, or has the impact fallen mainly 
on the demands for distributive services or imports? What has been the 
growth in the use of consumer credit in Canada, and how was this related 
to the changes in the levels and patterns of consumer expenditure ? 


The questions are simple enough, but satisfactory answers about 
long-run trends are not always so easy. Section II of this chapter focuses on 
growth in the level of personal expenditures on consumer goods and services 
in Canada. Section III is concerned with trends in the pattern of those 
expenditures, that is, with description of those expenditures which have 
grown more and less quickly. Section IV is devoted to international compa- 
risons of the distribution of consumer expenditure and Section V is concerned 
with consumer assets, expenditure and debt. 

Before turning to the description in detail, we might indicate some 
of the conclusions. As the real national output per capita in Canada has 
increased, so has the level of real consumption expenditures per capita, 
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though consumption accounts for a somewhat smaller fraction of the national 
output now than it did in the late 1920’s. The somewhat slower growth in 
consumption than in G.N.P. primarily reflects the increased fraction of the 
nation’s output used through government activities, rather than any signi- 
ficant change in the fraction of the household income which is saved. The 
growth in per capita consumer expenditure in constant dollars probably 


Table 3 


COMPARISON OF G.N.P., POPULATION AND CONSUMPTION, 
1929 AND 1955 


1955 as % 
Item Units 1929 1955 of 1929 

GN. in) 1955 idollarst-. ne eee eee billions 10.8 26.8 248 
Populations. sees ae Ce oe millions 10.0 15.6 156 
G.N.P. per capita in 1955 dollars......... dollars 1,080 1,715 157 
Personal expenditure on consumer goods 

and services per capita in 1955 dollars.... a 744 1,081 145 
Government expenditures on goods and 

services per capita in 1955 dollars....... os 101 IPL} 221 


understates the improvement in the real economic position of the average 
Canadian because, at the same time, the average length of working life and 
the average hours of work per week have decreased. On the other hand, 
the proportion of productive activities covered by Canada’s national accounts 
has tended to increase as these productive activities have been gradually 
transferred from the household to the market place; on this account the 
increase in consumption expenditures in the national accounts, tends to 
overstate the real improvement in economic welfare. Despite these and 
other qualifications, such as those involved in the construction of index 
numbers, there is no doubt that the level of material comfort achieved and 
aspired to in Canada is now substantially higher than it was three decades 
ago. 

While there is considerable dispersion of real income levels around 
the Canadian average (and indeed some real problems of poverty exist), 
nevertheless, the lot of the common man does not appear to be bare sub- 
sistence in any physiological sense. 


While only fragmentary data are available to test the proposition, it 
is widely believed that the distribution of income and of consumer expend- 
iture is somewhat more equal now than it was three decades ago. The 
fragmentary data support this contention. Market analysts have been 
impressed with the idea that the level of living of the relatively well-to-do 
of a generation ago is the minimum expected or aspired to by lower income 
groups today; this optimistic interpretation is not a completely wild fantasy. 

While precise international comparisons of levels of living present 
difficult if not insoluble problems, it is clear that Canadians now enjoy a 
high level of material comfort compared with many other countries. Average 
levels of living are substantially below those in the United States, probably 
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between 20% and 30% lower. Canadian levels are distinctly higher than 
those in the United Kingdom and Western Europe, the differences being 


most pronounced when comparing personal holdings of durable consumer 
goods. 


As to trends in over-all levels of consumption expenditure, the out- 
standing story is one of considerable stability in long-run income-expend- 
iture ratios. While the ratio of personal disposable income to G.N.P. has 
declined with the growth in government expenditures, the available evidence 
suggests that the proportion of personal disposable income devoted to 
expenditure on consumer goods and services has not changed. A much 
longer run of data on these matters is available for the United States than for 
Canada; these data indicate that the consumption-disposable income and 
personal saving-disposable income ratios, under full employment conditions, 
are essentially the same now as they were six decades ago, and three decades 
ago. 

Turning to the pattern of consumer expenditures in Canada, the 
statistical data indicate that the fractions of the total devoted to shelter, 
clothing, public transportation, domestic service and maintenance of personal 
furnishings are now smaller than three decades ago, while the proportions 
devoted to electricity, gas and telephone, auto operation, the purchase of 
drugs, tobacco, alcoholic beverages, automobiles and household appliances 
are now larger than they were in the past. Perhaps the most striking thing 
about these data is the comparatively small differences in the rates of growth 
among most broad functional categories of consumer expenditure. 


There are a number of qualitative changes in patterns of Canadian 
consumption which are not readily described by numbers; indeed some of 
these are concealed in the statistical measures. One of the most important 
changes has been the trend of transfer of activities from the home to other 
sectors of the economy. For example, preparation of food, the manufacture 
and care of clothing and the maintenance of furnaces are much more com- 
mercial and less household activities now than they were three decades ago. 
Some part of the provision for old age and medical care has been transferred 
from the home to the governmental and business sectors of the economy. 
On the other hand, some activities have been transferred to the home, 
e.g. the do-it-yourself movement. Further, hired domestic help is much 
less important relative to housewives’ service now than it was three decades 
ago. 

The automobile has had an almost revolutionary and a widely pervasive 
impact on the pattern of Canadian living during the past three or four 
decades. The sprawling urban communities of low population density 
could hardly exist without some personal means of rapid transportation. 
The methods of shopping, the forms of recreation, the location of offices and 
factories, and many other facets of life have been profoundly influenced by 
the automobile. In consumer budgets, the most outstanding change appears 
to be the substantial increase in the fraction devoted to the purchase and 
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operation of automobiles, more or less paralleled by a decrease in the 
fraction used for housing and public transportation. 

A third important qualitative change is the enormous increase in 
the availability, quality and use of mechanical devices for household living, 
many of which are closely related in turn to the availability of a cheap and 
convenient source of household energy in the form of electricity and, to some 
extent, gas. Thermostatically controlled oil or gas space heating systems, 
continuous hot water, mechanical refrigerators, high-speed cooking stoves, 
television sets and radios, food mixers and so on are taken to be an ordinary 
part of everyday living today. 


II. Total Personal Expenditure on Consumer Goods and Services 


(a) The Trends 


Total and per capita levels of real consumption expenditure in Canada 
are now higher than they have ever been before. (See Chart 1.) The most 
important proximate factor permitting this increase has been the growth 
in the nation’s real output and income, though consumption and income need 
not change over time in precisely the same way. Data on the income-expend- 
iture relations for Canada, as indicated by the national accounts', are set 
out in Tables 4 and 5, and Chart 2. These data show that personal expend- 
iture accounted for 64.5% of the Gross National Expenditure (G.N.E.) 
between 1949 and 1953, compared with a somewhat larger fraction, 66.7% 
between 1926 and 1929, all figures in constant (1949) dollars. Looking at 
this another way, and using slightly different years for comparison, the 
per capita real G.N.P. increased by about 57% between 1929 and 1955, 
whereas per capita real consumption increased by about 45%. If the 
fractions of G.N.E. devoted to consumption are computed on the basis of 
current dollar estimates, the decline is slightly greater between 1926-29 and 
1949-53 than is indicated by the constant dollar comparisons. 


Changes in the ratio of consumption to G.N.E. may be brought about 
by various factors. On an accounting level of discussion, such a change may 
be attributed to a change in the ratio of personal disposable income to 
G.N.P., or to a change in the ratio of personal expenditure (and saving) 
to personal disposable income. The proportion of G.N.P. which finds its 
way into the personal disposable income—that is, the take-home pay of 
Canadians—could rise or fall due to changes in the fraction of the product 
flowing into depreciation accounts, undistributed corporation profits or 
the net revenue of governments?. We will see in a moment that the take-home 
pay of Canadians is now a smaller fraction of G.N.P. than it was during 


‘The published data on Canada’s national accounts between 1926 and 1932 have been 
adjusted by the Commission. See Appendix A of this study for explanation of these 
adjustments. 


By the net revenue of governments we mean the total revenue of all levels of govern- 
ment in Canada less the net transfer payments from the governments to other sectors 
of the economy, all figures as estimated in Canada’s national accounts. 
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CANADA. PERCENTAGE DISTRIBUTION OF GROSS NATIONAL EXPENDITURE, SELECTED PERIODS 


CONSUMPTION STUDY, CHAPTER Ii, CHART 2 


PERCENTAGE OF G.N.E, IN CURRENT $ PERCENTAGE OF G.N.E. IN CONSTANT $ 


100 


NET FOREIGN INVESTMENT 
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'ON GOODS AND SERVICES 
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GROSS PRIVATE DOMESTIC 
INVESTMENT AS % OF G.N,E. 


Consumption Expenditure 
as % of G.N.E. 


CONSUMPTION 
EX PENDIT URE SERS OE CTE OEE 


AS % OF G.N.| 


1926-29 1949 ~ 53 1953 


to) 
1926-29 1949 — 53 1953 


TRENDS IN CANADIAN CONSUMPTION EXPENDITURE 


the late 1920’s, and that this decline is primarily due to the larger fraction of 
the nation’s product devoted to government expenditure on goods and 
services and the corresponding increase in the fraction of the product 
accounted for by the net revenue of all governments. 


The other accounting fact which could change the ratio of consumption 
to G.N.E. is a change in the fraction of our incomes which we save. In 
studying the growth of consumption and saving, many economists have 
expected a long-run trend of decline in the consumption income ratio (an 
increase in the saving-income ratio), as incomes increase. As Abramovitz 
shows, this view was expressed by Alfred Marshall and was long accepted 
for its a priori plausibility. Testing and measurement of the Keynsian 
“consumption function” together with family budget studies seemed to 
confirm the proposition that a decline in the consumption income ratio 
would take place as incomes increase. Now, it is generally recognized that 
the ratio has shown practically no secular change in the United States over 
a long period of time; an all too sketchy set of Canadian data also seems to 
indicate little long-run change in the consumption-disposable income and 
personal saving-disposable income ratios. 


(b) The Relationship of Personal Expenditure and Personal Saving to Income 
in Canada. 


One of the questions posed in this study concerns the long-run trends 
in the relationships between personal saving, and personal expenditure on 
consumer goods and services on the one hand and personal disposable 
income on the other. The question is simple enough, but appropriate des- 
cription is not as easy as one might expect, partly because of problems of 
measurement, and partly because the appropriate concepts are by no means 
clear. The most widely used concepts of personal income, expenditure 
and saving in Canada are those set out in Canada’s national accounts.® There 
are three important factors to be kept in mind in interpreting trends in per- 
sonal saving, expenditure and income from these accounts. First, the 
national accounts measures exclude from personal savings any net accu- 
mulation of assets in the form of durable consumer goods. Second, the 
national accounts treat net accumulation of owner-occupied housing as a 
form of savings, but these savings are found in the business sector of the 
accounts, rather than in personal savings. Third, the personal sector includes 
the net income of all unincorporated businesses, including farms, part of 
which might, for our purposes, be looked upon as business saving. The 
personal sector also includes life insurance companies and similar institutions, 
on the grounds that these are associations of individuals. These three factors 

3 M. Abramovitz, ““Economics of Growth”, in B. F. Haley, ed., A Survey of Contemporary 
Economics, Vol. 11, Homewood, Ul., Irwin, 1952. 

4 The conceptual and measurement problems of estimating personal income, expenditure 
and saving are dealt with in Appendix A to this study. 

5 See particularly D.B.S. National Accounts: Income and Expenditure, 1926-50. 
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must be explicitly considered in interpreting trends in personal expenditure 
and personal saving. 


Even when one uses the concepts of personal income, expenditure and 
saving set out in the national accounts, description of long-run trends is 
still not easy. First, reasonably reliable estimates of personal income, 
expenditure and saving in Canada are available only for the period beginning 
with 1926. This is hardly a long enough run of data from which to generalize, 
considering the abnormal circumstances of many years since 1926. Second, 
many of the data on personal saving may be subject to substantial margins 
of error. In Canada’s national accounts, the estimates of personal saving 
are derived as the difference between independent estimates of personal 
disposable income and personal expenditure on consumer goods and services. 
Estimates made in this way will reflect the margins of error in the income 
and consumption data, errors which need not be offsetting in any particular 
year. During the last few years, what are called direct estimates of personal 
savings have been made for 1939 to the present. These direct estimates of 
personal savings derive their name from the method of measurement 
employed: it is a direct estimation of changes in household assets and 
habilities within the conceptual framework of the national accounts.? The 
direct estimates provide a check on the measures from the national accounts, 
as well as detailed information on the forms of personal saving which take 
place. However, we do not have direct estimates for sufficient years to 
provide a check on long-run trends of personal savings.* Third, there have 
been and will continue to be substantial short-run fluctuations of personal 
savings about the long-run trends. As we noted above, the farm sector is 
included in the personal accounts, and thus farm saving is a part of personal 
saving. Due to fluctuations in harvests and in the availability of non-farm 
grain storage facilities, the data show very substantial fluctuations in farm 
inventories of grain and corresponding sharp fluctuations in farm saving. 
When interpreting the savings ratios, it is important to make allowance for 
unusual conditions in farm inventories and the published national conditions 
in farm inventories and the published national accounts permit such adjust- 
ments. In addition, substantial short-run fluctuations in savings ratios are 
associated with general business fluctuations and with other factors. In so far 


°D. J. R. Humphreys, ‘Personal Saving in Canada: Direct Estimates 1939-1953”, 
Proceedings of the Business and Economic Statistics Section, 114th annual meeting, 
American Statistical Association, Sept., 1954. See also the Bank of Canada, Statistical 
Summary. 


7 For brief reference purposes, the national accounts measures have been called 
residual estimates of personal savings, in contrast with the direct estimates. This might 
be misleading, as there is considerable residual estimating in the construction of the 
“direct estimates’’. 


’ During the years for which the direct and national accounts estimates of personal 
saving are both available, the two schemes provide reasonably comparable figures. This 
correspondence suggests that the national accounts estimates of saving, available since 
1926, may provide a reasonable measure of longer run trends. 
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as our interest is in the long-run trends of personal savings, it is necessary 


to make appropriate allowances for these short-run fluctuations in personal 
saving. 


Let us turn to the available date on personal Saving in Canada. For 
our purposes, the average position under peacetime full employment condi- 
tions is the best guide. This means that the experience between 1926 and 
1929 on the one hand and between 1952 and 1955 on the other hand are 
the two fragments of relevant data. Using the national accounts concepts 
and measures, it is our judgment that the available data do not indicate 
a significant long-run trend of change in the ratio of personal saving to 
personal disposable income. A series of measures of personal savings ratios 
are set out in Table 6. Probably the best estimate for our purposes is that 
found in Line 4 of this table; it is the ratio of personal saving to disposable 
income, both estimates excluding changes in farm inventories, the estimates 
also reflecting in a preliminary way the revisions of Canada’s national 
accounts which are now under way. These data indicate a ratio of personal 
saving to personal disposable income averaging 5.2% between 1926 and 
1928, and averaging 6.1% between 1952 and 1955.9 


(c) Consumption—Income Ratios in the United States 


There are three major pieces of evidence on aggregate consumption- 
income relationships in the United States. These are the Kuznets’ study, 
National Product Since 1869, the Department of Commerce estimates of 
national accounts, available since 1929; and the new Goldsmith work, 
A Study of Saving in the United States which presents annual estimates of 
saving from 1897 to 1949 on a variety of conceptual bases. Selected data 
from these are set out in Table 8. Kuznets’ data show practically no decline 
in the ratio of consumption to G.N.P. between 1869 and the late 1920s. 
The Department of Commerce estimates show a small decline in the con- 
sumption—G.N.P. ratio since 1929, mainly due, as in Canada, to a decline 
in the ratio of disposable income to gross income. 


Goldsmith concludes from his own study:” 


“The personal saving ratio including consumer durables has failed 
to show a marked upward or downward trend during the past half 
century. In particular, the average level of the personal saving 
ratio has been approximately the same in the four to seven years 


9 These estimates differ considerably from the existing published statistics, unadjusted 
for changes in farm inventories; that published material suggests that personal savings 
as a percentage of disposable income average 8.1% between 1926 and 1928, and 
7.9% between 1952 and 1955. However, during both these periods there were unusual 
increases in farm inventories of grain, increases which were particularly large between 
1952 and 1955. Also, the (as yet unpublished) revision of the national accounts indicates 
that personal savings were overestimated in the published historical series, particularly 
during the period 1926-32. 

10R, W. Goldsmith, A Study of Saving in the United States, Princeton University Press, 
1955. 
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after World War II as during the twenties and during the two 
decades before World War I. Although the evidence is much less 
satisfactory for the nineteenth century the average level of the 
personal saving ratio from the Civil War to the end of the century 
does not seem to have differed considerably from the level of the 
last fifty years. 


“If consumer durables but not consumer debt are excluded the 
personal saving ratio probably has undergone a very slow secular 
decline during the past 50 to 100 years. In particular the ratio is 
slightly lower after World War II than during the three decades 
prior to 1930.” 


(d) Relationship of Personal Disposable Income to G.N.P. 


It has already been observed that consumer expenditures account for 
somewhat smaller proportions of G.N.E. now than they did in the late 
1920’s, and that the main proximate reason for this decrease has been the 
fall of personal disposable income relative to the national product. In turn 
it has been asserted that the main reason for the relative decline of household 
incomes has been the growth in the net government deductions from the 
incomes stream. 


Let us turn for the moment to the evidence on this point. Table 7 
and Chart 3 summarize the adjustments which have to be made to G.N.E. 
to arrive at an estimate of the personal disposable income. All of these 
adjustments have been expressed as a percentage of G.N.E. The ratio of 
personal disposable income to G.N.E. has fallen from almost 3/4 in the late 
1920’s to a trifle more than 2/3 at present. Over the same period the gross 
current government deductions have increased from approximately 15% 
to more than 26% of G.N.E. Of course, there has been some increase in the 
transfer payments from the government to the household, from about 
3.8% of G.N.E. in the late 1920’s to about 8.5% at present. However, the 
net result has been an increase in the net current government revenue from 
approximately 11% of G.N.E. to approximately 18%. Gross business 
savings, that is the undistributed corporation profits and depreciation 
allowances have actually decreased a little relative to G.N.E., averaging 
15% in the late 1920’s and 14% in 1955, the latter being higher than in any 
other recent year. Thus it is quite safe to conclude that the dominant reason 
for the decrease in the disposable income and in the consumer expenditure 
relative to G.N.E. has been the net growth of government deductions from 
income, a growth which parallels the relative increase in government 
activities in the Canadian economy. 


(e) Short-Run Fluctuations in Consumption 


Thus far the emphasis has been on the long-run stability in the consump- 
tion-income ratio. While we have considerable confidence in the long-run 
stability of consumption-income relationships, this does not preclude 
short-run variability. There have been quite large systematic increases in 
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the consumption-income ratio in times of depression and the reverse in times 
of prosperity. In addition there have been substantial variations of the 
ratio between two successive prosperous years, for example between 1950 
and 1951. The instability of consumer spending is receiving a great deal 
more attention in the economic literature now than it did in the 1930’s 
and in the earlier postwar period, when it was thought that the consumption- 
income relationship was a highly stable one in the short run. This new 
interest was particularly emphasized by Arthur Burns in a recent report to 
the National Bureau of Economic Research.!! 


Il. The Distribution of Consumer Expenditure 


(a) Introduction 


Among the questions posed out at the outset of this chapter were those 
dealing with trends in the content of consumer expenditure and consumption. 
On what kinds of goods and services do Canadians now spend their incomes ? 
In what ways or way is this pattern of spending different from what has 
been observed in the past? It is these questions to which we now turn. 
Our answers are based mainly on analyses of the distribution of consumer 
expenditure among various functions, such as providing food, shelter and 
clothing. Of course, such data take us only part of the way toward under- 
standing or measuring trends in consumption, and other measures will 
be used where they are available. 


In some countries, theoretical and empirical studies of patterns of 
consumer expenditure have been carried on for a long time, but quite 
limited work has been done in Canada.!2 These studies have led to a number 
of important propositions about trends in consumer expenditure. Perhaps 
the best known are what have been called Engel laws;18 these are statements 
about the effects of increases in income on the pattern of consumption, the 
propositions being based mainly on family budget studies. During some 
limited period of time, records or estimates of family expenditures are 
obtained, along with such characteristics of the family as its income, the 
ages of family members, family size, location, occupation and so on. From 
this evidence conclusions are drawn regarding the effect of changes in 
income or of family characteristics on the patterns of consumer expenditure. 
For example, among the Engel or Engel-type laws one finds the propositions 
that, as incomes increase, the proportion devoted to expenditures on food 
will decline, the proportions spent on clothing will increase and the fraction 
devoted to services will increase fairly rapidly. 


"A. F. Burns, “The Instability of Consumer Spending”’, 32nd Annual Report, National 
Bureau of Economic Research, New York, May, 1952. 


2 See bibliography for references. 


18 Named after the Belgian statistician, Engel, who was one of the first students to apply 
statistical techniques to analysis of family budgets. 
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Other studies have been based on time series, and the joint use of time 
series and family budget information. Later in this study we will examine 
the predictions of consumer behaviour formulated from these studies. Let 
us first turn to description of Canadian trends. 


(6) National Accounts’ Data on Personal Expenditure on Consumer Goods and 
Services 

The main source of evidence on trends in the distribution of consumer 
expenditure in Canada is provided by the National Accounts, prepared 
by the Dominion Bureau of Statistics (D.B.S.)”. There are a number of 
conceptual and measurement problems involved in interpreting these data; 
these points are discussed in Appendix B to this study. It is sufficient to 
point out here how the data are derived. More or less complete information 
on sales of goods and type of facility through which sales take place is 
provided once every ten years by the merchandising section of Canada’s 
decennial census. A functional distribution of consumer expenditure is 
based on this census, and forms a benchmark. For years between the 
censuses, an interpolation or extrapolation of the distribution of consumer 
expenditure is based on sales by various types of stores. For example, from 
the 1941 census, a benchmark estimate of the sales of furniture to the personal 
sector of the economy could be made, together with estimates of the channels 
through which those sales would take place. Then for the period between 
1931 and 1941, personal expenditure on furniture would be based on these 
benchmarks together with fragmentary data on the annual sales of furniture- 
type stores and the furniture departments of departmental stores. Subsequent 
to 1941, and until the results of the 1951 census were available, sales of 
furniture to the personal sector would be based on the 1941 benchmark 
and fragmentary data on annual sales of particular types of retail outlet. 
This is what is known as the retail sales method of estimating the distribution 
of consumer expenditure, and is the one which underlies all of the published 
Canadian data in the national accounts. 


14 D.B.S., National Accounts, Income and Expenditure, various years. The Bureau has 
not published all of the data assembled on the distribution of consumer expenditure. 
They have made their work-sheets available for use by the Commission; these have 
facilitated rounding out the published series both in detail and by extending the number 
of years of information. For this we are very grateful. 

©The main alternative approach is that used in the U.S. national accounts for data 
between 1929 and 1947, called the commodity flow method. This consists of adding 
up the production of particular commodities, adjusting this total for imports, exports 
and changes in inventories, placing the result on a retail price basis and allocating 
the total among the personal and other sectors of the economy. This method depends 
on having fairly complete and rapidly produced information on production, as well 
as comparable classifications of production and international trade statistics, and an 
accurate reflection of changes in wholesale and retail markups. The published U.S. data 
since 1947 have been based on the retail sales method rather than on the commodity 
flow method of estimation. 

In one year, a comprehensive commodity flow method of estimation was used, for 
(Continued on next page) 
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The national accounts data on the distribution of consumer expenditure 
among various functional classes are set out in current dollars for selected 
years in Table 9; Appendix D, Table 1 and Charts 5 and 6. At present, 
about one-quarter of Canadian personal expenditure is devoted to food 
(including purchased meals); clothing and personal furnishings and shelter 
each account for approximately one-eighth of total expenditure. The 
purchase and running of automobiles amounts to more than 10% of total 
personal expenditure, and household operation (including the purchase of 
household durable equipment) accounts for approximately one-eighth of 
total personal expenditure. Collectively, then, these groups account for 
about three-quarters of the total personal expenditure. 


In judging the long-run trends in the pattern of consumer expenditure, 
the point of view adopted in this study is to treat the periods 1926-29 and 
1951 or 1952 through 1955 as normal years, within the terms of reference 
of the Commission. These were periods of relatively full employment and 
peacetime conditions in which comparatively rapid economic growth was 
taking place. Looking at this another way, it is our belief that all years 
between 1930 and 1950 were abnormal in some respect, so that the raw data 
of those years provide a somewhat unsatisfactory guide to the long-run 
trends in patterns of consumer expenditure. The years between 1930 and 
1939 involved some substantial degree of unemployment and depressed 
economic conditions; the war years were influenced by rationing, price 
controls, unusual limitations on the total and some forms of consumption, 
and the postwar years through 1950 can be best regarded as a period of 
transition from war and depression conditions to a more normal peacetime 
full-employment economic condition. We have thus used a comparison of 
the patterns of consumer expenditure in the late 1920’s and between 1952 and 
1955 as the best rough indicator of long-run trends of personal expenditure 
in Canada." 


measurement of the distribution of consumer expenditure in Canada, that is, 1949, 
in connection with the Canadian input-output accounts. In most cases, the estimates 
corresponded fairly well with those derived from the retail sales method. 


Another source of information on the distribution of consumer expenditure is provided 
by family budget surveys, of which three usable ones have been published in Canada; 
these are for 1937-38, 1947-48 and 1953. The distribution of consumer expenditure 
indicated by these surveys, corresponds fairly closely with that indicated by the national 
accounts. 

16 This proposition has involved special efforts to ensure that reliable data are available 
on the distribution of consumer expenditure in Canada for 1926-29 and 1952-55. The 
published national accounts contain no distribution of consumer expenditure for 
years prior to 1930; D.B.S. has made special efforts to assist the Commission in filling 
this gap. Further, the published data on the distribution of consumer expenditure in 
recent years are based on an extension of the 1941 census by certain indicators; both 
for their own purposes and as an assistance to the Commission, the D.B.S. has made an 
(as yet) unpublished revision of the 1951 census. For both of these special efforts we 
are deeply grateful. The data problems are discussed in Appendix B to this study. 
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CANADA: PERCENTAGE DISTRIBUTION OF PERSONAL EXPENDITURE ON CONSUMER GOODS AND SERVICES 
1926-29 and 1952-55, IN CONSTANT (1949) DOLLARS 
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As we will see in a moment, there have been two or three broad functional 
classes of expenditure which have grown much more or less rapidly than 
the average, but the general impression is one of comparatively slow 
change in the main lines of the distribution of consumer expenditure. For 
example, Canadians spent a little more than 28% of their budgets on food 
(including purchased meals) in the late 1920’s, compared with a little more 
than 25%, between 1952 and 1955, and spent about 15% of their budgets on 
clothing in the late 1920’s, compared with a little more than 11% in recent 
years. The operation of households (including the purchases of household 
appliances and furniture) accounted for a little more than 12% of personal 
expenditure in the earlier period and almost 12% recently. In other words, 
all broad functional classes of consumer expenditure appear to have shared in 
the increases in Canadian incomes, many of them in a roughly similar degree. 


Of the large groups of expenditure, the most startling change has been 
the increase in the proportion of total personal expenditure devoted to the 
purchase and operation of automobiles. Between 1952 and 1955 this group 
accounted for more than 10% of personal expenditure compared with 
less than 6% of personal expenditure between 1926 and 1929. Of the smaller 
groups the largest proportionate increases have taken place in expenditures 
on alcoholic beverages, appliances, radio and TV equipment and tobacco 
products, electricity, gas and telephone, and drugs and cosmetics. On the 
other side of the coin, the major groups of expenditures which have decreased 
quite rapidly as a proportion of total expenditure include clothing and 
personal furnishing and shelter. Clothing and personal furnishing account 
for about a 25% smaller proportion of total personal expenditure between 
1952 and 1955 than they did between 1926 and 1929. Shelter, including 
landlord’s fuel costs, accounts for about a 15% smaller proportion of total 
personal expenditure in the recent years than in the late 1920’s. However, 
expenditures on food have decreased by only 11% as a proportion of the 
total personal expenditure. Some of the small items or sub-groups have 
experienced more rapid declines than any of the major groups cited, e.g. 
purchased transportation which has accounted for only two-thirds as large a 
proportion of the consumer expenditure recently as compared with the late 
1920’s. Expenditure on domestic service, household supplies, and soaps and 
cleaning compounds have similarly declined at a very rapid rate as a propor- 
tion of the average consumer budget. 


For some readers there will be a few surprises in these data, at least 
taking the statistics at face value. The relatively slow decrease of the 
proportion of expenditure on food conflicts at least superficially with the 
deeply-rooted notions that the consumption of food does not increase 
with increases in income. Similarly many of the family budget studies have 
suggested that expenditures on clothing would tend to increase more than 
proportionately as incomes increased. And though there has been a very 
rapid increase in the proportion of personal expenditure on household 
durable goods, it is suprising that they account for such a small proportion 
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of the over-all consumer budget. The rate of decrease in the proportion of 
consumer expenditure devoted to shelter conflicts with some judgments of the 
income elasticity of demand for shelter derived from family budget studies. 


Many of the surprises turn out to be less substantial on careful exam- 
ination than they are on the surface, but this matter will be put off until a 
little later. There is however, one quite important qualification to the data 
presented in this section regarding consumer durable goods. In Canada, or 
at least in Canada’s national accounts, the consumption of consumer durables 
is measured by the current expenditure on these items. In many respects 
these items are looked upon by people as a form of personal capital, the 
current consumption being essentially an implicit rent of the existing 
stock rather than the current gross additions to the stock. In a period when 
the stock of consumer durables increases rapidly the current use of these 
durables, measured by an imputed rent, would be very much smaller than 
the gross additions to the stock. For Canada, this means that the consumer 
expenditure data undoubtedly overstate the current consumption of durable 
items, for a rapid increase in the stock has been taking place, particularly 
in recent years. This point is highly relevant to the interpretation of the 
proportion of expenditure devoted to automobiles and to household 
appliances and furniture. 


The current dollar estimates of the distribution of consumer expenditure, 
which has been discussed thus far, could be a misleading measure of changes 
in the real level of consumption if the structure of consumer prices has 
changed substantially. Data have been drawn together on the various kinds 
of expenditure, measured in constant dollars; the resulting distribution is 
shown in Table 10 and Chart 5, and the rates of growth of various kinds of 
expenditures are compared in Chart 7. The most important difference 
between the data expressed in constant and in current dollars is regarding 
shelter. In current dollars the proportion of consumer budget devoted to 
shelter was substantially smaller in recent years than it was is the late 
1920’s, in constant dollars the decline is less. The difference is due to the 
smaller increase in the price index used to measure the volume of shelter 
expenditure than in the prices of all consumer goods and services taken 
together. Except for minor differences, the constant dollar figures lead to 
similar conclusions about the other categories of expenditure to those already 
based on the current dollar estimates. 


Another way of looking at the changes in the pattern of consumer 
expenditure is by comparison of the rate of increase in per capita expenditure 
or consumption of various items. Such a comparison has been included in 
Table 10 and in Chart 8. Between 1926-29 and 1952-55, the average increase 
in per capita personal expenditure (measured in 1949 constant dollars) was 
approximately 47%. Much higher than average increases took place in 
expenditures on alcoholic beverages (167%), electricity, gas and telephone 
services (148%), auto operation (135%), the purchases of drugs, cosmetics 
and toilet preparations (115%), household appliances, radio and TV 


TRENDS IN CANADIAN CONSUMPTION EXPENDITURE 
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(100%), tobacco products (98%), and automobiles (86%). Slightly larger 
than average increases took place in per capita personal expenditure on 
miscellaneous goods and services (72%), medical care and death expenses 
(62%), and furniture (50%) and home furnishings (49%). Less rapid than 
average increases in per capita expenditure took place for purchased food 
(46%), purchased maintenance of personal furnishings (40%), fuel other 
than landlord’s fuel costs (34%), clothing, footwear, piece goods and 
notions (30%), personal services, including barber shops and beauty parlors 
(25%), purchased transportation services (18%) and shelter (17%). Very 
small increases or absolute declines were experienced in the personal 
expenditure on restaurant meals (+1%), food in kind (— 10%) and miscel- 
laneous household operation including domestic service (— 37%). 


(c) Other Features of the Distribution of Consumer Expenditures 
Consumer durables 


When changes in the distribution of consumer expenditure are being 
considered there is often a considerable interest in the role of durable con- 
sumer goods. This is partly because consumer durables are looked upon as 
indicators of changes in standards of living, partly because they are more 
postponable in the short run than other types of expenditure, (and thus have 
a significant bearing on business fluctuations), partly because of the 
relationships of consumer durables and consumer credit, and partly because 
of special interest in the role of imports of such goods or of imports related 
to the consumption of such goods. In Canada’s national accounts, durable 
consumer goods are defined rather narrowly; the group includes sales of 
jewellery and watches, home furnishings, furniture, household appliances, 
radio and television sets, and the personal expenditure on acquisition of 
automobiles. Measured in current dollars, this group of expenditures has 
increased from 8.3% of personal expenditure between 1926 and 1929 to 
11.6% of expenditure between 1952-55. (See Table 11.) Measured in 
constant dollars, the increase has been from 10.3% to 12.3% of total personal 
expenditure between the same years. (See Table 12.) 

The definition of expenditure on consumer durables might reasonably 
be broadened to include other durable household purchases, such as bicycles, 
power lawn mowers, power snow-removal equipment, gardening and 
hobby hardware and tools, boats, trailers and outboard motors and other 
sporting and camping equipment. Such a reasonable broadening of the 
definition of consumer durables would increase the proportion of the group 
to total personal expenditure. Further, such data as are available suggest 
that the broadened definition would also result in a higher estimate of the 
increase in the proportion of consumer expenditure devoted to durable 
consumer goods." 


7 As was indicated earlier, treating gross current expenditure on consumer durables as 
the measure of current consumption of such goods overstates the consumption; the 
current consumption of such goods should be measured by the implicit gross rent on 
the stock of such goods owned by households. 
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Services 


It has often been argued that services account for larger and larger 
proportions of consumption, as standards of living increase. Has this 
been true for Canada? Personal expenditure on services, as measured in 
Canada’s national accounts, contains a mixed package of items including 
shelter, personal care, medical care, repairs to household appliances, and 
domestic service. Trends in consumer tastes, in technological developments, 
and in relative expensiveness differ markedly among the various items. In 
addition, many services rendered to households are not explicitly measured in 
personal expenditure at all. When goods are purchased at retail, the purchase 
price includes retail, wholesale, financial and transportation services. Thus, 
what is put down as an expenditure on goods in the national accounts 
contains a mixture of goods and services. 


‘The data on personal expenditures on services are set out in Table 13 
and Charts 9 and 10. These data show that those services explicitly measured 
in personal expenditure now constitute a smaller proportion of total personal 
expenditure than they did in the late 1920’s. However, the decline is com- 
pletely explained by the fairly rapid decreases in the proportions of consumer 
expenditure devoted to shelter and to the purchase of domestic service. 
Expenditure on services, other than shelter and domestic service, accounted 
for 18.5% of the total personal expenditure between 1952 and 1955, compared 
with 18.4% between 1926 and 1929, both ratios computed from constant 
dollar data. There have been some differences of trend among these other 
services; expenditures on electricity, gas and telephone, on medical care and 
on auto repair and insurance having increased more rapidly than the average. 
Maintenance of personal furnishings, personal services, purchased trans- 
portation and miscellaneous services have increased less rapidly than the 
average. 


Another way of judging the trend in services is by measurement of 
the Gross Domestic Product of selected service industries, comparing these 
industries with the Gross Domestic Product of the economy as a whole. 
Services measured in this way are provided to all sectors of the economy, 
so that the trend does not apply precisely to consumption activities alone. 
However, as consumption activities account for such a large proportion of 
the Gross Domestic Product, the trend for consumption cannot be very 
different from that for the whole economy. In addition, the measurement of 
the over-all growth in service industries permits us to obtain some notion 
of the growth in services which are sold in combination with goods. Selected 
data on the Gross Domestic Product of selected service industries are set out 
in Table 14. These data show that there has been a very slight growth in the 
Gross Domestic Product of service industries compared with the whole 
economy. The data also show that a more rapid than average increase has 
taken place in government and community services and in wholesaling and 
retailing, while the other selected services have increased less rapidly than 
the average G.D.P. for the whole economy. 
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CONSUMER EXPENDITURE ON SELECTED SERVICES AS PERCENTAGE 
OF TOTAL CONSUMER EXPENDITURE, BOTH IN 1949 $ 
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CONSUMER EXPENDITURE ON SELECTED SERVICES AS PERCENTAGE 
OF TOTAL CONSUMER EXPENDITURE, BOTH IN CURRENT $ 


CONSUMPTION STUDY, CHAPTER II, CHART 9 
35 - 


30 


25 “SPACE RENT” 


20 


% OF TOTAL 


DOMESTIC SERVICE 
PERSONAL EXPENDITURE 


PERSONAL SERVICES 


15 ELECTRICITY, GAS, TELEPHONE, APPLIANCE 


AND FURNITURE REPAIR, MOVING, THEFT AND P.P. INSURANCE 
AUTO REPAIR 


PURCHASED TRANSPORTATION 


MEDICAL CARE 


MISCELLANEOUS SERVICES 


1926 -29 1952-55 


30 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


IV. Comparisons of the Distribution of Consumer Expenditure and 
Levels of Living in Canada and the United States 


Comparisons of consumer budgets and levels of living in Canada and 
United States are particularly inviting. One popular notion is that American 
patterns of living today indicate Canadian patterns in 10 to 15 years. It is 
a matter of common observation that both countries have essentially the 
same values regarding material things, not only in the aggregate but in 
considerable detail. 


Recently, a comparison has been made of the distribution of consumer 
expenditure in the two countries and over time.'® An abstract from the 
Kravis study is found in Table 15. This table shows the close similarity of 
the current distribution of consumer expenditure in Canada and the United 
States. Canadians spend a slightly smaller proportion of their budgets on 
food, home furnishings and appliances, recreation, health and education 
and spend slightly larger proportions on drink and tobacco, clothing and 
rent. Because of the differences in per capita incomes and total consumer 
expenditure in the two countries, Canadian expenditures are somewhat 
lower than American in each category. The table also shows that there has 
been surprisingly little change in the distribution of consumer expenditure in 
the United States during the last five decades. User-operated transportation 
has increased substantially and rent has fallen substantially as has clothing 
and footwear. Relatively little change has taken place in the proportions 
devoted to food, drink and tobacco, personal care, home furnishings and 
appliances, and miscellaneous goods. In a sense, what has happened is a 
substitution of the automobile for housing and clothing. This change was 
much more marked between the turn of the century and the late 1920’s than 
it has been in the succeeding quarter century. 


The similarity of the distribution of consumer budgets in Canada 
and the United States today still leaves substantial differences in the levels 
and patterns of living between the two countries. We have already noted the 
lower levels of income in Canada which imply a lower level of consumption in 
each of the broad classes of expenditure. However, Canadians and Americans 
face substantially different structures of prices. Though the over-all cost 
of living for a comparable real budget is not very different in the two 
countries, for some items in the budget, Canadian prices are substantially 
higher than those in the United States. This is so for tobacco products, 
mainly due to much higher levels of tobacco taxation in Canada, for auto- 
mobiles and other consumer durables, primarily due to the Canadian tariff 
but also due in part to commodity taxation and higher distribution costs in 
a smaller market. For these items, though Canadians spend between 80% and 
85% of the American level of expenditure, the real flow of commodities to 


'STrving B. Kravis, International and Intertemporal Comparisons of the Structure of 
Consumption, National Bureau of Economic Research, Conference on Consumption 
and Economic Development, Oct. 21-22, 1955. 
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Canadians is much less than 80% of American levels. A comparison of 


levels of living in the two countries between 1947 and 1950 was made by 


Jean Mann Due.” A summary table from her unpublished study has been 
put in this chapter as Table 16. These data show that Canadian levels of 
consumption were less than 70% of the American levels for tobacco, house- 
hold appliances, other household Operations, transportation mainly user- 
operated and recreation. Some prices are lower in Canada than in the 


United States including those for many staple foods, woollen clothing and 
personal services. 


V. Consumer Assets, Expenditure and Debt 


Recently many writers have observed, some with concern, the growth 
in the use of consumer credit in Canada and in the United States. At this 
point we set out the growth and place it alongside those activities to which it 
is closely related. The basis of the growth is discussed in subsequent chapters. 


Data on the amount of consumer credit outstanding in Canada are only 
available since 1938. These data (Table 17) show that there has been a 
more than fourfold increase in the outstanding consumer debt between 
prewar years and the present. The growth in outstanding consumer credit 
is not large relative to disposable income or consumer expenditure on 
durables, nor compared with the stock of durable assets owned by house- 
holds. In 1939, for example, the outstanding consumer credit in Canada was 
approximately 9% of disposable income; in 1954 it was less than 12%. 
Despite a very rapid increase in expenditure on durables, in only two postwar 
years has the increase in consumer debt amounted to more than 20% of the 
year’s gross acquisition of durables. The growth in the consumer debt 
parallels quite closely the increase in the proportion of income spent on 
consumer durables. We suspect that the increase in the assets of households 
held in the form of durables is many times the increase in the consumer debt. 


Some additional insight into growth of consumer debt may be provided 
by American data which exist for a much longer period of time and which 
include measurement of the stock of consumer durables. The history of con- 
sumption activities in Canada and the United States is sufficiently similar so 
that broad conclusions from American data on consumer debt may be 
transposed to Canada. 


In Table 18 selected American data on the stock of durables, consumer 
debt, consumer income and expenditure have been gathered together. These 
data show that the value of the stock of consumer durables in 1954 was 
almost six times the amount of short-term consumer debt outstanding. The 
asset-debt ratio is now approximately the same as it was in the late 1920’s 
or in 1948. The data also show that consumer debt grew more rapidly than 


19 A summary comparison has been published. See Jean M. Due, Consumption Levels in 
Canada and the United States, 1949-50, Canadian Journal of Economics and Political 
Science, May, 1955. 
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the stock of durables in the three decades ending in the late 1920’s. The 
income and expenditure data show a growth in debt relative to income and 
expenditure on durables, quite similar to that observed for Canada. 


The growth in outstanding consumer credit is associated with (and 
more or less in step with) increases in income, personal expenditures on 
durables and personal wealth held in the form of consumer durables. This 
does not answer those who view the growth in consumer debt with alarm, 
except to point out that no major revolution of consumer habits in this 
respect has taken place during the past three decades. In any specific period, 
consumer credit outstanding, like other forms of credit, may increase too 
rapidly. Perhaps special qualitative controls of instalment buying may be 
required. Further, though the average asset-debt and income-debt positions 
of the community may present no serious problems, the distribution of 
income, assets and debt may be such that large numbers of people may find 
themselves in difficulty. Short-term variations in consumer spending and 
borrowing may accentuate instabilities of the economy. Finally, there have 
always been some problems of abuse of credit arrangements which have 
called forth social regulation. We reserve discussion of these questions to 
later chapters. 
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TRENDS IN CANADIAN CONSUMPTION EXPENDITURE 


Table 12 
CONSUMER EXPENDITURES ON DURABLES AND SERVICES 
(in 1949 constant dollars) 
1926-29 1952-55 


average average 

Item $ millions $ millions 
Pee CWC lleLY anda walches .v,.chiccc . Ths oes dae eres ceeeevc. oh 44.9 98.3 
AON MOMTMS DINGS ads i coals Baa edwin euro ound cmecct., 79.8 182.9 
PRELIM LOM eyed ons oe De fos dh woke oo eR 94.8 218.1 
Bee Ne plinnicestand 1adIOS 5 Lip ak ie. A aut lake. 118.7 365.9 
SME NE LOGUE Ee Re Pe rer Sh ests Rites widson din hbo nnn deh ba oe 262.9 804.6 
GwmLotadunables) (bimesil to: 6). 4.08.04 40 ne slo. cae. 601.3 1,669.8 
@lothing, footwear and Notions <1... 5.4. ca seu sdsbs cle. 715.0 1,426.6 
Sem CO AES. AMO rACCESSOLICS sie cee «op 4.0 bl ce ahead aes aes 32.0 83.9 
See Lovawsemi-cdurablesi(7) -08)s. ose. eka. wee 747.0 1,510.5 
NOPMUOL AI SOOUS, (UO Mess TDi ao ois as cit age a eldcsla ne anh wel de ms 3,892 .3 9,473 .6 
ie motalspershables(lOuless 6 == 9a. o.eeek sot. .c. cee. 2,544 .0 6,293 .3 
PARR CABS ERVICES ate eee a ep eae Us isweas oatae a nee ves seh Aeie 2,004 .3 3,922.4 
aE SIFCICCHESCEVICCS Nant ira sen awh co as telat oe.. 776.4 1,401.1 
14. ‘otal services less shelter services..................... 122729 25215 
opm Ocalusoodsrand SeEviCess sae se ean tac dels cee cel 5,896 .6 13,396.0 


NOTE: Computed from data made available to the Commission by D.B.S. 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


00°O0T 
CL OE 


ia 
8e°P 
vO°T 


vO'T 


£0°0 
00°0 
170 


0€°C 
8L°0 
crt 
6£°0 
Cecr 


¢ judIINd 
UI ISBBIDAB 


SS-TS6l 


00° 00T 
(4h 2 3 


4 oe) 
60° 1 
) Na 3 


LS°0 


L0°0 
00°0 
ot 0 


C6 
vL’0 
60°T 
OL'T 
CLV 


¢ JuoIIND 
UI IBBIOAB 


67-976T 


00° 00T 00° 001 
18°82 cL cee 
CGE VE Lé'8 
cL Ye LiLo 
c6'T 6£°C 
00°T ¥9°0 
£0°0 ITO 
80°0 10°0 
61°0 rae) 
OGEG tel 
vL’0 88°0 
86°0 £0'T 
8e°0 We 
00°OT 16°Cl 


$ 6r6I $ 6b6I 
UI OSBIDAB UL: OBBAIAV 


SS-TS61 67-9761 


S9ITAIIS PUL SPOOS UO dANjIpuddxa [eUOSJad [v}0} Jo Y% 


(8) 


eT e19eL 


(L) 


(9) (s) 


ILS 
EeECe 


0°O8¢ 
L’ Ov 
9° ve 


Oj;ETL 


Seco 
Cotes 
0°009 
Cc’ OSV 
Cc £6E 
L°98E 
b°98 

8°STE 

$ JUO1IND Ul 


67-9761 JO % 
SB SS-ZS6I 


() 


Lice 
I r6l 


6° S6l 
6° 8H 
L’ 18st 


€°09€ 
¢°8s 
0° 0817 
PIC 
8° PSE 
€° 161 
Sal ve 
Case 
T9OLT 


($ 6P6T UI YI0q) 
67-9761 JO % 
SB SS-Z7S61 


(€) 


0°96€°EI 
b°798°€ 


9° VS6 
8° ess 
0°9S7 


vel 
Siac 
6°01 
SCE 
I°c0e 
€° 66 
S°O€T 
9° 0S 
L’Ove'l 
$ 661 


UI ISBIDAB 
SS-TS6L 


(Z) 


AE 


Sad 

g°0 

Gl 
S°8L 
6° IS 
09 
L’crl 
ye WOVE 


$ 6r6l 
UI IBVIDAV 


67" 97OL 


(1) 


SADIAYSS NO JeyNLIGNAdXd TVNOSUY3d JO SISATVNV 


*d xppuoddy 929g :qounos 
SOOTAIOS PUB SPOOS [RIOT “OT 


***$}S09 JonJ S,p1O[pur] 
JO you ‘SOOIAJOS [RIO], “ST 


Trreeess sss ssnooURTaOSIAL “pT 
Freeeeseessssg7e [RBOIpOW ‘€] 
**uoneyodsuel poseyoing ‘Z| 

(ccc ttt? *S]To} Jouun} ‘osplug “TT 
vessseeess-gguemnsur ony ‘OT 

[crertcesee +s -areder omy °*6 
foresees’ QSUodKe SUIAOWW “8 
***990uevinsul ‘d'd pue yout *L 


Ce Jredo1 
sinyuins ‘souvidde ‘oipey 9 


‘quoyd, pure ses ‘A}I91I}09]q °C 
Tr eereess  SQOIAIOS [RUOSIOg “fp 


i eee SOUL STU 
Jeuosiod Jo souevuojuIep “¢ 


Reteath ae SSSTAIOS ONSHUOC. C 


"* + *"S}SOO JoNJ S,PIO[PULT 
Jo you ‘SaoIAras JaqoyS *] 


42 


TRENDS IN CANADIAN CONSUMPTION EXPENDITURE 


c°60¢ 
OTC 
O'vIc 
6° 60¢ 
DEIIC 
© 091 
OY OST 
S° ICC 


67-9761 JO % 
SB SS-7S6L 
BSBIIAY 


ALAR 


43 


“LS6L ‘BMEIIO ‘Awou0csy UpippuDy ay? U1 pDIidny) pun snogvy ‘Indyng ‘309g AuOYy UY pu PooH “YH “WMA WoT peInduioyn -qounos 


y) KS 
8°SE 
CV 
O'IT 
Lav, 
CC 
jefe) 


£6781 
bP8L's 
1 €ss‘9 
L°89L 
8 210 
8° 198 
5° 66E 
€OIS‘Z 


SS-CS6L 
dBBIIAV 


SOG ttt ttt tttttsesessrsseses Kurou0se—"g''D JO % se ‘spUdt SS9] “SODTAIOS [RIOL, “CI 
OSE ttt ttt ttt ttert ster essere teers eee Ktuou0de—"g''D JO % sv SOTAIOS |LIOL, “pI 
Tip ttt tern eter teeter tenn eee nese es ktuou0se—"g''D JO % sv squat [erUApISOY 
De oa tae aaa Aulou0da—g''D Jo % Se soorAjos APTUNUIUTOD pu JUDLUUIOAODH 
TQ ttt tt ttt teen etter eee t eee ete ees Ktuou0s9—g' GD JO % se ‘o10 “ssouisng ‘saotAJag 
Ay ee Ktuou0ss—"g'’'D) JO % sv ‘ojo ‘gouvury 
A +++ <uou009 "gD Jo % sv opesry, 
CPG ttre esse tennessee tees tessa: kwrouose—"g''D [RIOL °8 
A SJUDI S89] “SOOTAIOS [VIOT, *L 
GI9OE tte cence ene eee eee e es (2A0qv) S9OTAIAS [eIO, °9 
C190G TTT Terre eee e teense eee ee eee eee ees ++ +++ -squo7 TeHUApISOY 
Po) ce SooTAos ATTUNWIWOD pur JUaVITIAACH 
OES ttre ttre eet eens eee eee cence ete e ee ees 919 ‘uoTRasDaI ‘SsouIsNg :SdOIAIOg 
1s ee 9}e)89 [ker pue souvsnsUT ‘sourUTy 
asaul Eee eae PR Miia eee chs, est Ws Sete Ns Sate, cia 8 wee eral Sateret ste ec -[reIOr pure s[esojoyM ‘oper 
67-9761 
ISVIIAYV 


(P21D1s asin.iay1Oe ssajuNn suo 6F6T $) 


SADIANSS G3LDIIIS—LONGOUd DILSAWOd SSOUXD 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


aUaIEJUOT ‘YIIBASeY DWIOUOIY jo n¥eing [VUO}EN ‘uoNdwnsu0y fo aanjonszg ay? 


UBIPIWIY 94 UT UBY}) UBTPEULLD 94} UY Sejquinp jo 9B3vI0A09 po UT] V10W Ie 
Suyuyeuses UyEU oY, “SedINOse1 pozTUTT] YIM IQISsod sy} se 1¥vy OS ‘sIseq aTqu 


8°81 
(Gd 4) 
Ea)! 
8°07 


Li dG 
8° C7 
c Sc 
8°97 
€°07 
csr 
y'8i 


qual 


uey} 10430 
SIDTAIIS 


ST 919R 1 


Onl 
¢ UT 
t°8 
Sve 


Onc 
L’vl 
£°O! 
Tol 
vel 
L’8 

v'8 


so[qeing 


“SS6I “7Z-1Z “390 ‘JUsUIdO]9A0q DpUIOU0DgY pue UO}WdUINSUOD UO 


JO SUuOs1iDdwoy Jv410dWa}19zUT PUD [DUOI}MU4IIUT ‘SABI, “GT :-qADANOS 


“SO BUITISO JE]JOp JUZIIND UO peseq Ss} SetTizUNOD 4IOG JOY UOTINGTAISIP OU “7 


“sos BIS 


YMOUWIOS 942 SF S9TIQUNOD OM} 94} WOIJ BYP BY} UVEMI0q BdUDIAYIP 
4vdu0. & 0} BIEp UBIJIIWY pu ULpEULD oY? poIsn{pe sey STAUIY “T :=SHLON 


C8 col € 01 8° el Lae | Sc v'Ol vV CL 6 Ce €° Of 
6 6°6 DEG CT @ Fi Oo St 0°11 O° el t £¢ bats 
8°6 8°6 Esc Orb O'ST 0° 8¢ cll GL °C C87 
9°6 8°6 OES 8°6 EeS €°8C Say | Lt¢ 0°6¢ 
SEL 6°Cl cor 6°CI a 6° ST 9°8 vol © Sc v'O€ 
8°9 6°CI bor Let 8°Ol v'9T ¢°6 vor c ¥¢ bv 67 
v8 Co 8°L L’ol vl ae 6 Tor 0°CI LC v'6C 
v6 bh | £9 S°6 vst 9°0€ a set Cece €°s¢ 
oo 8°6 bok 9°OI eo €°O0€ CCl S*¥I EA £c 8° LZ 
0°9 cs Let veg vst SCE SIT © €l 6 °Sc Lt 
v9 c'8 L<¢ les Tol CSE ECL 0'vl ve 8° CE 

j4odsuv4] — DJO]. luay [DIOL = smamjoof v0] pooy BIOL 

pajvsado pup sulyjojy 

Aas) 

OSTA, «uoRnvonpa = uonvoTUnUIWOD = sasuedxo dUIOF] JUOWIUIOpE 099¥q0} 


pue yj[voy =pue uoneJ0dsuvsy, 


*U01B9.199Y 


(a4npipuadxa 7070} fo asp} uUav.1ad ) 


pu o1¥9 [evuosi0g 


‘SiN GNV VGVNVD 
"SYVIA GNV SHIYOOILVD ddLD373S ‘FANLIGN3dXI YAWNSNOD JO NOILNIYLSIG FHL 4O NOSIYVdWOD V 


pue yulip ‘poo. 


Ieak pue voly 


TRENDS IN CANADIAN CONSUMPTION EXPENDITURE 


Table 16 
THE LEVEL OF CONSUMPTION IN CANADA EXPRESSED AS A 
PERCENTAGE? OF THE LEVEL IN THE U.S., 1947-50 


The Canadian level as a percentage 
of the U.S. level based on: 


(1) (2) 
Per capita personal Methods employed 
consumption in this 

Category of expenditures” dissertation® Weights 
consumption % % 
TRGXGYaleare Siniasd Snakthe, Rie eac Een ae eee eae 61.3 88.8 25:01 
Alconolicibeverages. ssc. a... 84.0 70.4 5.6 
MN ODACCOM a iat ave ciate ees 5. 104.4 49.9 BRS 
(CGY) TE os Cane cee eee ee 71.0 79.8 13.5 
ELOUSITI CMM RTOs thaste Lt naman. THY) 90.0 MON 7 
JEVUUSIS case, eee ety IRE BCE too eee ene 87.8 87.8 4.1 
Household operation—appliances. 63.0 63.5 2 
Uikanisportatiomerts sieeve. cree « 76.5 67.2 10.7 
C@omumunicatlonses. ohio aoe 69.5 83.3 i 
Personal, medical and death..... 66.2 80.0 Wise 
FE GHUIC ATION setae vsctsaeken eo at atacg lon 42.0 S2no Sig 
IRGC sinks ated bree as eee Ree 42.8 42.8 Dea 
Relisionvand welfare. =...-....-. 40.6 1ORZ 0.6 
Miscellancousaneera-tt nays: - 82.4 82.4 5.0 
Net expenditures abroad......... —77.3 —77.3 — 0.8 

All consumption.......... 67.5 76.3 100.0 


a Extract from Jean Mann Due: Levels of Consumption in Canada and the United States, 1947 to 
1950 (unpublished Ph.D. thesis, University of Illinois, 1953). 


b In current dollars in each country. 
¢ For more detail see the individual chapters. 


See also Jean Mann Due, ‘‘Consumption Levels in Canada and the United States’’, Canadian 
Journal of Economics and Political Science, May, 1955 
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THE PROSPECTS FOR TOTAL PERSONAL EXPENDITURE 
ON CONSUMER GOODS AND SERVICES IN CANADA 


I. Introduction 


Having set forth the main trends in consumer expenditure in Canada 
we now turn to explanation of these trends and to the future prospects. This 
chapter is concerned with total or aggregate expenditure. Chapter 4 deals 
with the distribution of consumer expenditure. In each case, the chapters 
contain both some explanation of past experience and our view of the 
prospects. 

In general, the analysis of trends in consumer expenditure and forecasts 
of consumer expenditure are based on the idea that such expenditure 
depends on the value of the nation’s gross output, which is the same thing 
as its gross income. To explain the growth in consumer expenditure we 
must then have an explanation of the increase of the nation’s total production 
and income, and an analysis of the relationship between that income and 
consumer expenditure. Similarly, to forecast consumer expenditure we 
must have both a forecast of the nation’s output and a prediction regarding 
the consumer expenditure—gross income relationship. The explanation of 
past growth in Canada’s output and the prospects for further growth are 
dealt with in the study of Output, Labour and Capital in the Canadian 
Economy, prepared for the Commission.1 Our business, in this study of 
consumption, is to explore the past and prospective relationships between 
the nation’s gross production or income and consumer expenditure.2 

In studying this matter, we believe that it is convenient to divide the 
enquiry into two parts, the first being concerned with the relationship between 
G.N.P. and the personal disposable income available to Canadians; the 


1 Wm. C. Hood, and Anthony Scott, Output, Labour and Capital in the Canadian 
Economy, Ottawa, 1957. 


2 Of course, the levels of national output which are attained depend on the level of 
consumption expenditure, among other things, as there must be sufficient spending to 
take the product off the market. This matter is in the realm of reconciliation of the 
various specialized studies of the Commission with the forecast of G.N.P. 
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second being devoted to the relationship between the personal disposable 
income and personal expenditure on consumer goods and services in Canada. 
In Section II of this chapter we will explore the past trends in the ratio of 
disposable income to G.N.P., and set down a forecast of this ratio. In 
Section III, the concern is with the past and prospective ratio of personal 
expenditure to disposable income. These two ratios, when multiplied 
together, give a ratio of consumer expenditure to G.N.P. A forecast of 
G.N.P. and of our two ratios implies a forecast of consumer expenditure. 
For example, if G.N.P. in 1980 is forecast as $75 billion, disposable income 
as two-thirds of G.N.P., and consumer expenditure as 95%, of disposable 
income, then the predicted consumer expenditure would be $47.5 billion. 

The summary forecasts of prospective personal disposable income 
and consumer expenditure in Canada are found in Table 22. 


When we proceed in this way, we are assuming that the disposable 
income depends on G.N.P., and that the personal expenditure depends on 
the personal disposable income. We are not saying that other factors are 
irrelevant in determining the ratios of disposable income to G.N.P. and of 
consumer expenditure to personal disposable income. Indeed the essence of 
our problem is to explore the basis of changes in the ratios. 

Our procedures, and those used in most other forecasts of consumer 
expenditure which we have encountered, are based on the premise that con- 
sumer expenditure depends on income. This approach appears to ignore 
some very persuasive suggestions in the economic literature that income 
may depend on consumption as much as the other way around. Ruth Mack 
in a recent paper to the Annual Meeting of the American Economic Asso- 
ciation, puts the point this way: 


“Since the lion’s share of national product consists of consumption 
goods, the outstanding fact about consumption — its high level 
and rapid growth — must be explained by the high level and rapid 
growth of total output. This history has been credited to richness 
of natural resources, including the size of the country and special 
work-talents and attributes of its people, and to derivates such as 
mass markets or a high degree of competition. Yet these explana- 
tions seem to assume a zest for work and a willingness to take 
changes which themselves require explanation. I submit that part 
of this explanation lies in the unusual interest in consumer goods 
that has characterized the American scene. Income, in short, is a 
function of consumption, via consumption standards, just as truly 
as consumption is a function of income.” 


Mrs. Mack bases her proposition on arguments that in America there is 
a more common and stronger belief that improved living is a possibility 
and that there is a greater desire for goods. She argues that American 
culture is strongly thing-minded, that women possess unusual power, that 
consumer goods are valued as a mode of establishing social priority and 
that many sorts of consumer goods are better in America than elsewhere. 


3 Ruth Mack, “Trends in American Consumption and the Aspiration to Consume”, 
The American Economic Review, May, 1956. 
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Somewhat earlier Moses Abramovitz made a similar point, in discussing 
trends in saving-income ratios: 

“The a priori expectation that the proportion of aggregate income 

saved would tend to increase as per capita incomes rose has been 

belied by observation. Relative constancy or decline in the ratio 

of saving to income seems to be the long-run rule for the few 

countries for which data are available. . .Jt is clear that any such 

circumstances as tend to stimulate consumption affect the need for 

income and, therefore, the incentive to work, save and invest...’’* 

While both extracts are based primarily on American experience, 
the propositions carry over readily to Canada. There is little question but 
that desires for more goods and the convictions that they are to be had, 
are part of the Canadian social tastes. We probably work harder and invest 
more in ourselves than many other societies. While we may admit this, and 
expect the pressure for more material things to’continue, it is very difficult 
to separate consumption pressures from other factors in the general environ- 
ment influencing economic growth. In any case, the job of studying the 
dependence of consumption and saving levels on income does not become an 
irrelevant one. 


II. Personal Disposable Income 
(a) The Steps in Forecasting 


Given a forecast of G.N.P., the problem of predicting the aggregate 
expenditure on consumption is divided into two steps: first, estimating the 
personal disposable income and second, forecasting the relationships of 
consumer expenditure to disposable income. This section is concerned with 
only the first of these steps. 


The relationship of personal disposable income to G.N.P. depends on 
the size of two types of deductions from the gross income stream; the first 
being what we call the net government revenue, and the other being gross 
business saving. (See Chart 11.) These will be defined below. If the fractions 
of the nation’s gross income deducted as net government revenue or as 
business saving increase, then the personal disposable income will be a 
smaller fraction of G.N.P. Our procedure is to focus on trends and prospects 
for net government revenue (Subsection b), and gross business saving (Sub- 
section c), and thus to derive a prediction of the ratio of personal disposable 
income to G.N.P. 

Between 1953 and 1955 the deductions from the income stream as net 
revenue of governments and for gross business saving averaged 31.6% of 
G.N.P. Our judgment is that the deductions will be approximately the same 
fraction of G.N.P. in the future; thus personal disposable income will amount 
to about 68.4% of G.N.E. However, it is expected that the ratio of personal 


* Moses Abramovitz, “Economics of Growth”, in B. F. Haley, ed., A Survey of 
Contemporary Economics, Vol. Il. Published for the American Economic Associa- 
tion by R. D. Irwin, Inc., Homewood, Ill., 1952. 
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THE ACCOUNTING RELATIONSHIPS BETWEEN GROSS NATIONAL 
PRODUCT AND PERSONAL DISPOSABLE INCOME 


DEPRECIATION ALLOWANCES 
AND SIMILAR BUSINESS COSTS (2.9) 


_UNDISTRIBUTED PROFITS (0.9) 


NET 
GOVERNMENT REVENUE 


TRANSFERS BY GOVERNMENTS 
TO PUBLIC (2.3) 


PERSONAL 


DISPOSABLE INCOME 


NOTE: All figures are estimates for 1955 in billions of current dollars. 
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disposable income to G.N.P. may fall a little between 1955 and 1965, there- 
after increasing and reaching, by 1980, approximately the same position as 
the average between 1953 and 1955. 


(b) Net Government Revenue as a Deduction from the Gross Income Stream 


Trends in the relationship between the G.N.P. and personal disposable 
income were set out in Chapter 2, together with some explanation and 
comment. Both Canadian and American experience show that the main 
reason for the decline in the disposable income — G.N.P. ratio has been the 
growth of what we are calling the net government revenue as a fraction of 
the G.N.P. By net government revenue is meant the difference between 
gross government revenue (taxes and fees of all sorts, government invest- 
ment income, employee and employer contributions to social insurance and 
government pension funds) and government expenditures on transfers and 
subsidies (including the transfer portion of interest on the national debt). 
The relationship is illustrated in Chart 11. During 1955, for example, the 
gross revenue of all levels of government in Canada as indicated by the 
national accounts was approximately $7.1 billion. During this year, the 
estimated transfers by the governments to other sectors of the economy was 
$2.3 billion. Thus the net government revenue, that is the net deduction 
of governments from the gross income stream, was $4.8 billion. 


In Canada, the net government revenue in this sense has increased 
from 11.1% of G.N.P. in 1929 to an average of 18.2% between 1953 and 
1955. The main proximate reason for this growth has been the relative 
increase in government expenditure on goods and services. In other words, 
if governments are to use larger proportions of the national output, the bulk 
of this must be covered by government revenue; other uses of the national 
output are curtailed mainly by a decrease in the fraction of the G.N.P. which 
finds its way into personal disposable income. Indeed, in a national accounts 
sense, the government expenditure on goods and services has been approxi- 
mately equal to the net current government deductions from the income 
stream between 1953 and 1955; that is, there has not been net borrowing 
by all levels of government combined’, 


5It is important in this connection to distinguish between government operations 
measured by government budgets and measured in the national accounts. The 
government expenditure on goods and services in the national accounts is equal 
to government budgetary expenditures on both current and capital accounts less the 
net transfers made by governments to other sectors of the economy. The net current 
governmental deductions from the income stream include budgetary and non- 
budgetary sources of income, both of a current nature. In recent years the provincial 
and municipal governments (combined) have been running deficits on their budgetary 
accounts when capital expenditures are included. When capital outlays are included 
the federal government had an approximate balance on its budgetary account. 
However, all three levels of government combined have had fairly substantial net 
non-budgetary revenues, so that in a national accounting sense, the government 
expenditures on goods and services have been approximately equalled by the net 
current government deductions from the income stream. 
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A forecast of personal disposable income, and thus of consumption, 
cannot be made without estimating or adopting some working rule about the 
Prospects for net government revenue as a fraction of G.N.P. Various 
members of the Commission staff have studied trends in government expendi- 
ture and in government revenue in order that assumptions about future 
government activities could be made for such purposes as this study. It must 
be acknowledged that government expenditure and revenues are matters of 
public policy, and that public policy may produce quite different expenditure 
and revenue patterns than those assumed here. 


The working rule adopted in this study regarding the net government 
Tevenue is that such deductions from the G.N.P. will be about the same 
fraction of G.N.P. in 1960 as at present (18%), thereafter declining gradual- 
ly to 16.4%. A table of the ratios follows. 


Table 19 
NET GOVERNMENT REVENUE AS PERCENTAGE OF G.NLP. 


Net govt. deductions 


Year as % of G.N.P. 
ODS Pere eR es secrete ies fhe ad hanes ene ort ah ea aa Nth s74 
OR OR REMI Rec Se BSR oat al on oe eee ber 
NOS DEN eet mites bey bees Ube se hd oA OE Mie CeO 19°35 
1 BS Te cba eee hg, 0 eae SET ROMA ALAM aE, tp ae ot es wae 18.9 
DEAN Sram ated orchid SnAg, SOS eRe Ned Oa WW pe) 
HOS lees SAS Ata Pte ithe Ci AME Alp Uae ee LO 18.1 
EGON Se she ter he LEIS Oh AEE oes oe Be Oh Lee ml 18.0 
{IS sais Sabin at Rea te Seg A Oe MORAR URI A Ahoy Cooke Lome eee tit ee 7S 
NFO nS ee eto 5A Reh ag toh RON eee eu kn eos 16.9 
JOU Bs a tere k th ety Sena eens Rta neh ds Bie et hes BO ke 16.6 
Ie a Rena tae Sees cok RARER SE AR SARE Moe i Oe eked eR Waa 5 16.4 


Government expenditures on goods and services may usefully be divided 
into defence expenditures, current non-defence and capital non-defence 
expenditures. In the past, current and capital non-defence expenditures 
appear to have grown somewhat more rapidly than G.N.E. However, a 
major factor in the sharp increase in the proportion of G.N.E. devoted to 
government activities has been the particularly rapid increase in defence 
spending. Within the terms of reference of the Commission studies, it seems 
reasonable to expect that the defence expenditures might account for smaller 
portions of G.N.E. in the future than they do at present. Capital non- 
defence spending has been studied in the paper on the prospects for housing 
and social capital outlays prepared for the Commission. These studies, 
together with other work carried out by the staff of the Commission, suggest 
that as a rough working basis, it can be assumed that the capital non-defence 
spendings by government will increase a little more rapidly than G.N.E. 
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As a substantial part of these capital items will be represented by provincial 
and municipal expenditure, it is reasonable to expect that some net borrow- 
ing by these levels of government will be entailed by the capital expenditure 
programmes. The current non-defence expenditure has been assumed to 
increase a little more rapidly than G.N.E. The net government revenue is 
closely tied to the government expenditure on goods and services. On 
reasonable assumptions of budgetary practices it appears likely that, on a 
national accounting basis, the three levels of government collectively will 
run a small deficit, associated with the relatively rapid expansion of the 
capital items, an expansion that is unlikely to be matched by non-budgetary 
sources of government revenue. 


It must be emphasized that the assumptions about government expendi- 
ture and government deductions from the gross income stream are working 
assumptions for the purpose of this study. If the growth in government 
expenditure is more rapid, then a very large part of this increase will be 
matched by increased government deductions from G.N.E., thus matched 
by lower disposable personal income and lower consumer expenditure. 
Indeed, the bulk of any significant increase in the government expenditure 
on goods and services must come out of consumption, directly or indirectly. 


It should also be pointed out that it is not a satisfactory working rule 
for our study to treat the government tax rates, deduction arrangements and 
transfer payments as being unchanged from their present position. This is 
because the marginal tax rates and deduction arrangements for all levels of 
government together are somewhat higher at the present time than are the 
average government deductions. Many of the transfer payments are fixed 
absolutely (or absolutely on a per capita basis), thus having no or a limited 
tendency to grow along with the growth in government revenue. In other 
words, with the present tax and transfer arrangements, a 100% increase 
in G.N.E. would yield considerably more than a 100% increase in the net 
government revenue. Whether the adjustment to the growing revenue under 
the present tax and transfer arrangements would take place by increased 
expenditures by government or by changes in the tax and transfer arrange- 
ments is a matter of public policy beyond the range of this study. It is clear 
however, that, if the government were to do no more than hold its present 
share of G.N.P., it would be necessary to reduce the tax rates or increase 
the deductions for tax purpose to keep net government revenue within the 
bounds of the expenditure programme. 


(c) Gross Business Saving 


The other main category for which a forecast is required in order to 
move from G.N.E. to personal disposable income is gross business saving. 
This consists of two elements: depreciation and similar business costs, and 
undistributed corporate profits. The historical record in Canada and in the 
United States was set out in Chapter 2. For Canada, depreciation allowances 
under peacetime, full employment conditions have not been a widely varying 
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Proportion of G.N.P. at market prices; for example, the ratio of depreciation 
allowances to G.N.P. was approximately 11.2% in 1928-29 and 10.6% 
between 1952 and 1955. Undistributed corporation profits averaged 3.8% 
of G.N.E. in 1928 and 1929 and 3% of G.N_E. between 1953 and 1955. 
Some explanation of the trends in depreciation allowances and in undis- 
tributed corporation profits have been set out in Chapter 2. Depreciation 
allowances as a proportion of G.N_E. depend on the size of the stock of 
business capital (composition and average life), the depreciation practices 
of business (which in turn depend on the practices permitted by governments 
for tax purposes by the government). Past depreciation records and a pro- 
jection of depreciation have been made in the study of output, labour and 
capital’. The judgment expressed there is that the depreciation allowances 
as a proportion of G.N.E. will increase fairly rapidly between 1955 and 
1965 and will then gradually fall, but the 1980 level is expected to be higher 
than the average between 1953 and 1955. The ratios have been placed in 
Table 20. One of the main reasons for the expected relative growth in 
depreciation allowances is the belief that machinery and equipment will 
come to be a larger part of the stock of capital, and that the depreciation of 
machinery and equipment is considerably more rapid than that for structures. 
The long wave of fairly rapid increase in depreciation allowances relative to 
G.N.E. between now and 1965, followed by a decline in the ratio, is based 
on the idea that a replacement cycle in the capital stock may be expected. 


In Chapter 2 it was shown that undistributed corporation profits have 
tended to be a quite stable percentage of corporation profits after taxes in 
the past, except in years of rapidly changing corporate income. The ratio 
has been slightly more than 50%. The main reason for the secular down- 
ward drift in undistributed profits as a percentage of G.N.E. was shown to 
be the increase in corporation profit taxes, an increase which was more 
rapid than the growth in the corporation profits before tax. As a working 
rule, considering the increasing government revenue under the present tax 
structure, it seems unlikely that the rates of corporation income tax would 
be higher in the future than they are at present. If the rates were unchanged 
from their present levels, then the growth in corporate income after tax 
would be the same in the future as the rate of growth in the corporate income 
before tax. Inasmuch as it seems reasonable to expect that the corporate 
sector will continue to grow somewhat relative to the total economy, it also 
seems reasonable to expect that the total corporate income will continue to 
grow somewhat relative to the total economy. Assuming that the historical 
stability in the ratio of undistributed profits to corporation profits after tax 
was to continue into the future, this would imply that the undistributed 
profits would be expected to increase a little more rapidly than G.N.E. in 
the future. Estimates of the ratio of undistributed corporation profits to 
G.N.E. are set down in Table 20. 


6 Hood and Scott, op. cit. 
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Table 20 
GROSS BUSINESS SAVING AS A PERCENTAGE OF G.N.P. 


Gross business 


Depreciation as Undistributed profits saying as % of 
Year Jo of G.N.P. as % of G.N.P. G.N.P. 
VOSS A Ds Note teteelessaes OFS 33 135k 
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VOSS Mi is oa eee 10.8 BAF. 14.2 
URS Usmae cumctiscct orcas 10.8 Soll 13.9 
196Se sce Me eee cp ltete Wes B20) 1535 
197OS ecatinae ee strrees ene 12S Be 15.7 
LOTS? Re eeecetonee 12.4 Bie 15.6 
1980 Se eee 19 363 (5e2 


(d) Estimates of Personal Disposable Income, Aggregate and Per Capita 


The implied estimates of disposable personal income in Canada in the 
future have been set out in Table 23. These estimates have been based on 
the foregoing assumptions regarding the net government revenue and gross 
business saving. The forecasts have been made for the average of the high 
and low projections of G.N.E. in each succeeding five-year period. In 
addition, for 1980, forecasts of personal disposable income have been made 
for the high and for the low projections of G.N.P. All of the projections 
have been based on the assumption of a net annual immigration of 75,000 
people. The forecasts have been made initially in terms of 1955 prices, 
and then have been converted to 1949 prices, deflating the projected dis- 
posable personal income by the implicit price index for personal expendi- 
ture on goods and services in Canada’s national accounts. 

The projections of personal disposable income might be summarized 
as follows: 

(1) It is expected that the per capita personal disposable 

income will increase by approximately 70% during the next 25 

years, and the aggregate personal disposable income is expected 

to increase by approximately 186% during the same period; both 

of these increases are approximately the same as the rates of in- 

crease in G.N.E. per capita or G.N.E. in the aggregate. 


(2) During the next ten years it is expected that the growth 
in the personal disposable income will be slightly less rapid than 
in G.N.P., mainly because it has been thought that the depreciation 
allowances will increase as a proportion of G.N.P. Between 1965 
and 1980 the projected growth in the personal disposable income 
is somewhat more rapid than in G.N.P., partly because of an 
expectation of decline in the net government deductions from the 
income stream and partly because depreciation, as a percentage 
of G.N.E., has been projected to fall slightly between 1970 and 
1980. 
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HI. Aggregate and Per Capita Personal Expenditure on 
Consumer Goods and Services 


(a) Introduction and Summary of Projections 


Having developed estimates of personal disposable income, the next 
step in predicting aggregate consumption expenditures is to make a judgment 
about the future relationship between consumption and disposable income. 
Our view is that the long-run ratio of consumption expenditures to personal 
disposable income will be constant, at approximately 94%, equal to the 
average position in recent years’. The forecast of personal expenditure also 


implies a forecast of personal savings at approximately 6% of personal 
disposable income. 


This section is concerned with recording the levels of consumption 
expenditure based on this consumption-disposable income ratio, with ex- 
amining various studies of past trends in long-run consumption and savings 
trends, and with the argument underlying our judgment regarding the long- 
run consumption-disposable income ratio. 


(b) The Prospects for Aggregate and Per Capita Consumption Expenditures 


The prospects for aggregate and per capita personal expenditure on 
consumer goods and services implied by the forecasts of Canada’s G.N.P..,$ 
the relationship of personal disposable income to G.N.P.,° and the ratio of 
consumption to personal disposable income set out above (i.e. 94%), are 
summarized in Tables 22 and 24. The expectation is that the aggregate 
personal expenditure on consumer goods and services will increase by the 
same degree as G.N.P. between 1955 and 1980. In other words, consumer 
expenditure is expected to account for approximately the same proportion 
of G.N.P. in 1980 as it did in 1954 and 1955. The growth is not expected 
to be uniform throughout the whole period; it is expected that the ratio 
of personal expenditure to G.N-E. will decline slightly between 1955 and 
1965, thereafter increasingly slightly and reaching about the present levels 
by 1980. Roughly speaking, the projection is for a 70% increase in per 
capita personal expenditure between 1955 and 1980, which, when associated 
with a projected population increase of about 70%, implies almost a 190% 
increase in aggregate personal expenditure. It should also be remembered 
that the projections of the G.N.P. are based on assumptions that the average 
hours of work a week in the business sector of the economy will decrease 


7The ratio refers to consumption expenditures and disposable personal income as 
defined in the Canadian national accounts. In Chapter 2 and Appendix A of this 
study the difficulties of measuring the long-run trend in the personal savings ratio 
were explored. The judgment expressed earlier was that the long-run personal savings 
ratio under normal, peacetime, full-employment conditions has been constant during 
the last three decades at approximately 6% of personal disposable income. 


8 Hood and Scott, op. cit. 
‘9 See Tables 23 and 25. 
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by more than 15%, while the average hours of work per week in the agri- 
cultural sector of the economy are expected to decrease by more than 20%. 


When interpreting these projections, certain statistical and other qualifi- 
cations must be kept firmly in mind. While there is considerable evidence 
to support our assumptions regarding stability of the long-run personal 
savings-income and consumption-income ratios, evidence which we will 
consider in a moment, it must be frankly confessed that a definitive explana- 
tion of the effects on the ratios of past and prospective changes in income 
distribution, social security, interest rates and so on are not entirely clear. 


Stability in the long-run consumption-income ratio does not preclude 
substantial short-run variation either of a random or of a systematic type. 
There is considerable evidence showing that the consumption-income ratio 
falls with cyclical increases in income and increases with a falling income. 
The introduction of new goods, the tightening or easing of consumer credit 
conditions, variations in harvest, and other factors can lead to short-run 
variations in the consumption-income ratio which are somewhat distinct 
from general fluctuations in business activity. Finally, quite apart from 
business cycle and other short-run fluctuations in the consumption—G.N.E. 
ratio, there is the possibility of a long cycle, such as a downward drift, in 
the ratio between (say) now and 1965, followed by an upward drift during 
subsequent years. Such a pattern is set out in our expectations, but it must 
be noted that much more work is required on replacement cycles before the 
timing and amplitude and problems of such cycles can be projected with a 
high degree of confidence. 


(c) The Evidence in Support of the Assumptions Regarding the Long-Run 
Trend of the Consumption-Disposable Income Ratio 


We have assumed that the long-run ratio of consumption to disposable 
income will be essentially constant at present levels. Further we are prepared 
to argue that, aside from major business cycles, major military mobilizations 
and very short-run changes, the ratio will fall within a very narrow range 
of the long-run forecast in all years. What justification is there for these 
propositions ? 


The main evidence is the historical record in Canada, the United States, 
the United Kingdom and some other countries, and studies which have been 
made of this record. It is quite clear that the record has been, in each 
country, barring major social upheavals, a stong tendency for a constant 
(though differing as between countries) proportion of consumption to income. 
We use the looser terms consumption and income here because a variety 
of concepts are involved, with slightly differing results. The historical record 
was indicated in Chapter 2. 


It is quite possible that the historical constancy of the long-run con- 
sumption-income ratios may be the result of offsetting forces, some tending 
to increase the ratio and some to decrease it. Moreover it is quite possible 
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that these forces may be different in the future than they were in the past; 


thus the future consumption-income ratio could differ quite markedly from 
the historical record. 


Before considering the various objective factors which may explain 
the constancy of the consumption ratio in the past and the various factors 
which may alter it in the future, we might stop and ask whether the high 
and increasing levels of consumption are intuitively plausible, and whether 
there have been marked changes in the subjective attitudes toward saving 
and consuming. When one examines his own behaviour, and observes his 
community, particularly when we compare ourselves and our fathers and 
our sons and daughters, it seems perfectly clear that we would have no great 
difficulty in adjusting to a level of living 70% higher than the present by 
1980. If we are comparable to our parents in income and status, we find it 
hard to believe that they saved much more of their incomes than we of ours, 
including private pension funds and social insurance. Our sights on an 
acceptable level of living have gone up, pari passu with income. Within our 
society at any point of time it may be perfectly true that the man provides 
first for the immediate needs of himself and his family before he does much 
saving and that as income extends beyond some level, the saving ratio 
increases. But over time, it takes an increasing bundle of goods to provide 
adequately for himself and his family. If anything, the subjective pressures 
toward thrift may be less now than they were in the last generation. 


One type of influence often cited nowadays as a cause of decrease in 
the ratio of savings to income is the decrease in the concern with pre- 
cautionary saving activities. It is argued that there has been a major change 
in the psychological attitudes of consumers in that there is much less fear 
or expectation of a rainy day (or perhaps of a wild downpour) now than 
there was three decades ago. Confidence in the maintenance of full em- 
ployment is part of the story. Farm income is more stable. There are more 
stabilizing elements in the income of the average urban worker than there 
used to be, such as old age pensions, family allowances, unemployment 
insurance benefits and so on. Partly because of these objective changes, it 
is argued that individuals are less interested in saving now than they used 
to be. Also it is argued that individuals will take on larger and longer debt 
commitments. 


Let us now turn to the objective circumstances which have been ad- 
vanced to explain changes (or lack of change) in the consumption-income 
ratio and the way in which these factors may influence the ratio in Canada’s 
future. In recent years a number of important studies of long-run con- 
sumption and saving behaviour have been undertaken, including those by 
R. Friedman and D. Brady, J. Duesenberry, F. Modigliani, J. Tobin, R. 
Goldsmith, Milton Friedman, Ruth Mack and others'?. The objective factors 


10 For references see the footnote to Table 21. 
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which appear to have the most important influences on the aggregate 
consumption ratio (or aggregate saving) are: 


1. changes in income distribution; 


2. shifts in the location of the population, such as from farm to 
city; 

3. changes in the rate of interest or rates of interest; 

4. the wealth of the community or various forms of wealth, and 
the distribution of the ownership of the various forms of 
wealth; 


5. the length of working life and of retirement life; 


6. the provision of social insurance, including health, unem- 
ployment and old age, and of private pension arrangements; 


7. the structure of the population, including family size, color, 
nativity, age and occupation; 


8. the development of new goods. 


In Table 21 a condensed summary has been prepared showing the 
objective factors which have been suggested as significant influences on the 
consumption ratio, the way in which each factor is thought to have made 
its influence felt, references to evidence on the influence of each factor and 
a tentative judgment on the magnitude of the effect. There have been off- 
setting changes in objective factors, i.e. some tending to increase and others 
to decrease the consumption ratio. In my judgment, the net effect of the 
objective factors has been to increase slightly the consumption-income ratio. 
Frankly, we have neither a completely satisfactory indication of the effects 
of changes in objective factors on the consumption ratio nor do we have any 
particularly good means of measuring the internally conflicting influences of 
various subjective factors. 


(d) Objective Factors which may Influence the Prospective Consumption 
Ratio in Canada 


Our terms of reference require a forecast of consumer expenditure. 
Recognizing fully the speculative nature of our comments, let us consider 
the possible future changes in the objective factors influencing the con- 
sumption ratio and the net impact of these factors on the ratio. The only 
justification for what follows is that it is better to indicate the bases of one’s 
speculations than to hide them. First, while some further reduction in the 
proportion of the Canadian population dependent directly on farms for 
their livelihood will probably take place, the rate of decline in farm popu- 
lation must be slower in the future than it has been during the past three 
decades. Thus, the stimulus to the aggregate consumption ratio which has 
arisen from a relative increase in urbanization will be somewhat less power- 
ful in the future. Second, average family size has fallen in the past. Ap- 
parently, during the population boom of last the 15 years, the decline in 
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family size has been reversed. In the past, the decrease in average size of 
family was an important influence tending to reduce the consumption ratio. 
While it is sheer speculation, my inclination is to think that the full impact 
of the population boom on average family size has not yet been fully felt. 
Thus a significant upward pressure on the consumption ratio is expected on 
this account. 

Third, during the past three decades there have been significant increases 
in the provisions of social security measures in Canada, including the unem- 
ployment insurance arrangements and (recently) public old age pensions 
without a means test. The introduction of a public health insurance scheme 
is likely. Net accumulation of assets associated with these programmes are 
not included in personal savings in Canada’s national accounts. In addition 
to the social security measures, a number of programmes have been adopted 
(or the public appears to believe that such programmes will be undertaken 
when contingencies arise) which significantly reduce the short-run contin- 
gencies (such as fluctuating incomes) which the individual must meet out of 
his own assets. Family allowances are unchanged by fluctuations in indi- 
vidual income. Farmers believe that they will not face as severe fluctuations 
in their incomes due to price variations in the future as they have in the past. 
It seems more likely that these social security measures and public provision 
for private contingencies will increase than decrease in the future. An 
increase in these provisions would tend to reduce the (personal) saving ratio 
and increase the consumption ratio, using these ratios in the sense in which 
they are defined in Canada’s national accounts. (If the public measures are 
fully funded, the changes in the personal saving ratio will be partially or 
fully offset by the opposite change in what we might call the government 
saving ratio.) 

Fourth, when considering the effect of extension of social security 
schemes, we should also consider the other objective factors which influence 
the size of the contingencies to be met, asséts to be acquired and alternative 
means of meeting family objectives. Goldsmith placed a good deal of empha- 
sis on the shorter work life and increasing of the period of retirement (due 
to both longer life and earlier retirement) as pressures toward a higher saving 
ratio, and thus toward a lower consumption ratio. We find it hard to 
believe that the average working life will be reduced much in the future. 
It is boring to have no useful work to do when you are physically fit and 
mentally alert. Thus we believe that pressures toward an increase in the 
aggregate saving ratio through shortening of working life will not be im- 
portant factors tending to alter the consumption ratio in the future from 
what it is at present. 

It is probable that family and friends may become even less important 
as a medium for meeting contingencies and retirement needs in the future 
than they now are. This would tend to decrease the consumption ratio. 
In my judgment, the combined development of private and public insurance 
and pension arrangements more than offsets this factor. 
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Fifth, it is well known that there is a cycle of saving through an indi- 
vidual’s or family’s lifetime which depends on age and such other factors, 
as marriage. Thus if we have a change in the distribution of our population 
by age, age of family formation and ages at which children are borne, the 
changing distribution could alter the aggregate saving (and consumption) 
ratio. A man typically saves a larger proportion of his income when he is 
50 than when 20, ceteris paribus, and saves a smaller proportion at 70 than 
at 50. Thus if the proportion of the population at age 50 was to increase 
relative to that at age 70, the aggregate saving ratio would probably rise. 
Further, the family life-cycle of saving may be influenced by the age at 
which the family is formed and the age of parents when raising the family 
and still with dependent children. If the average ages at which families are 
‘formed and at which the family is free of dependent children are reduced, 
these changes will tend to decrease the family’s saving ratio (say) between 
ages 30 and 40, and increase it (say) between the ages of 45 and 60. 


There is very little evidence on the net effect of factors such as these 
in the aggregate consumption ratio. The forecasts of population prepared 
for the Commission suggest that the age distribution of the population, the 
ages of family formation and the period of children being dependent on 
parents are not expected to change significantly. 


Sixth, we expect that the process of equalization of the distribution of 
income will probably continue in the future. The most powerful factor in 
the change has been the increase in importance of a progressively-structured 
income tax, together with an increase in the level of inheritance duties. We 
have probably not yet felt the full impact of the changes in these taxes which 
have taken place since prewar days. It seems unlikely that the progressive 
structure of these taxes will be changed. To the extent that a further equal- 
ization takes place, it will result in a (small) further increase in the con- 
sumption ratio, ceteris paribus. 


Finally, changes in the rates of interest, in the ratio of non-human 
wealth to income and the relative decline of non-farm unincorporated 
business appear to have had little influence on the consumption ratio in the 
past, and are unlikely to have significant influence in the future. The 
development of new goods will have an influence of indeterminate size 
toward maintaining the consumption ratio at its present high level. 


The net result of our toting up of objective factors is to suggest that 
these factors will tend to offset one another so that the long-run consump- 
tion-disposable income will be unchanged from present levels, i.e. about 
94% of personal disposable income. The resultant estimates of consump- 
tion are found in Tables 22 and 24. If there is any long-run change, it is 
more likely to be an increase in the consumption—personal disposable in- 
come ratio than a decrease, using the national accounts concepts. 


11 Hood and Scott, op. cit. 
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If, however, personal saving were redefined to include the net accumu- 
lation of durable consumer goods, it is our judgment that such a saving 
measure would increase relative to personal disposable income in the fu- 
ture. This would be partly offset by a relative reduction of household 
saving in the form of owner-occupied houses. 


Table 22 


SUMMARY OF PROJECTIONS OF PERSONAL DISPOSABLE INCOME 
AND AGGREGATE PERSONAL EXPENDITURE ON 
CONSUMER GOODS AND SERVICES 


Aggregate Per capita Aggregate Per capita 
G.N.P.* P.D.I.> P.D.1.> consumption® consumption‘ 
$ (1949) $ (1949) $ (1949) $ (1949) 3 (1949) 
billions billions billions 
195 Serre il s& 15.4 985 14.3 914 
SiS aca she 32.4 22.6 1,158 D138 1,091 
TOTO ree 40.7 28.6 1e322 26.9 1,243 
OTS pee eee 50.3 36 1.484 33.4 1,392 
1980 ae 61.8 44.1 1,655 41.6 1,561 


® All projections based on average of high and low G.N.P., based on assumption of 75,000 net 
immigration. 

b P.D.I.— personal disposable income. 

¢ Consumption—personal expenditure on consumer goods and services. 

SOURCE: G.N.P.: Wm. C. Hood and Anthony Scott: Output, Labour and Capital in the Canadian 
Economy, Ottawa, 1957. 
P.D.1. and consumption: See Tables 23, 24, 25. Population for computing per capita 
magnitudes same source as G.N 
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TRENDS AND PROSPECTS: THE DISTRIBUTION 
OF CONSUMER EXPENDITURE 


I. Introduction and General Conclusions 


This chapter is concerned with trends and prospects for various types 
of consumption and personal expenditure on consumer goods and services 
in Canada. Such questions as the following are asked: what is the prospec- 
tive increase in personal expenditure on, for example, food and clothing 
and shelter during the next 25 years? What are the main implications of 
these prospects for Canada’s agricultural production, or the Canadian textile 
industry, or the investment in housing? The chapter begins with a statement 
of the scope and method of the subsequent forecasting ventures. This is 
followed in Section II by some broad generalizations about trends and 
prospects for the pattern of Canadian consumption. The main body of the 
chapter (Sections III to XIID deals with the trends and prospects for specific 
groups of goods and services. Some technical discussion of data, forecasting 
methods and assumptions has been placed in Appendix C. 


(a) Scope and Method 


At the outset it is of the utmost importance that the limited nature of 
this study of prospects for various types of consumer expenditure be stated. 
Forecasting activities depend on the use to be made of the predictions and 
the time and resources available. Both factors act as limitations on this 
study. Within the terms of reference of the Commission, the purpose of a 
study of consumer expenditure is to provide some direct insight into the 
past and prospective character and content of Canadian economic growth 
and, indirectly, to provide an aid to or check on other studies of trends 
and prospects. The right or the wrong kinds of consumption and the specific 
prospects for any particular investment project in a particular industry are 
not the things dealt with here. Of course these things are important, but 
they are beyond our terms of reference. However, some direct insight into 
Canadian economic growth should be provided. For example, there already 
has taken place a comparatively rapid growth of secondary industry in 
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Canada. This is fundamentally based on supplying the domestic market 
Similarly, the growth in the future will probably be based mainly on the 
domestic market. Changes in the pattern of consumer expenditure provide 


an important clue to the growth which has been observed and to the prospects 
for further growth. 


The study also aims at providing some indirect aid to other studies 
carried out by the Commission’s staff. The dimensions of certain problems 
depend on the growth in demand for various kinds of goods and services in 
Canada. Thus, forecasts of consumer expenditure provide an aid or a check 
to appraisal of these problems. To cite a few examples: 

(a) The nature of Canada’s domestic agricultural prospects and 
problems depends on the growth and pattern of Canadian 
demand for agricultural products, particularly the demand for 
food. Forecasts of the demand for farm output and the pros- 
pects for Canadian agriculture should be consistent with the 
expected pattern of change in consumer expenditure. 

(b) The forecasts for investment in housing and the social capital 
requirements attendant on housing growth must be reconciled 
with the probable consumer expenditure on shelter. 


(c) The competitive position of various parts of Canadian second- 
ary industry depends to some extent on the probable scale of 
operation which they achieve. In many cases, the prospective 
scale depends on the growth in domestic consumer expendi- 
ture. 


Many more situations of this type arise, such as the connection between 
the stock of automobiles and the need for roads, the willingness of families 
to make expenditures on advanced education for their children and the 
general problem of finding enough resources for such education, the de- 
pendence of investment on the pattern of consumer demeand to be met. 


In addition to the limited investigation imposed by the terms of refer- 
ence, the study is also restricted by the resources which could be devoted 
to it. A great deal of professional work of widely varying degrees of sophist- 
ication has gone into this field in other countries during the past two cent- 
uries, but surprisingly little has been done in Canada. The results of even 
the most sophisticated efforts in the measurement, analysis and prediction 
of consumer demand have been somewhat disappointing. In his recent 
monumental work, Richard Stone has summed up the situation thus: 

“The apparent importance of terms involving time in analysis of 

market demand indicates a serious situation, particularly from the 

point of view of prediction. For it suggests that the main long- 
term factors determining market demand are not income and prices 

at all, but are influences which it is hard to specify and still harder 

to measure. In such a situation prediction, except over a very short 

period, must be extremely unreliable, since the prediction depends 

largely on the extrapolation of a simple function of time and not 

on the response to clearly specified and measurable influences.” + 


1 Richard Stone, The Measurement of Consumers’ Expenditure and Behaviour in the 
United Kingdom, 1920-38, Cambridge, Cambridge University, 1954. 
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Because our resources were quite limited, the procedures followed in 
this study are of the less sophisticated kind; they consist essentially of 
impressionistic analysis and extrapolation of the past experience. We ask first, 
what have been the past trends? Next, what have been the circumstances 
underlying or conditioning these trends? Third, in what ways are future 
circumstances expected to be different from those in the past and how are 
these changes expected to alter the trends? Finally, judgments are expressed 
about the prospects. In view of the limitations of even the most sophist- 
icated work on analysis and forecasting of consumer demand, and the fact 
that our procedures are of the less sophisticated type, our judgments must 
be treated quite frankly as a rough exploratory view of prospects. Such a 
venture can only be justified by the argument that some view is required 
for the Commission’s activities, and that it is better to use, even in an 
unsophisticated way, the information which is available than it is to follow 
the counsel of studied ignorance. 


II. A General View of the Prospects for the Distribution of 
Consumer Expenditure in Canada 


In Sections III to XIII of this chapter, the trends and prospects for 
various classes of personal expenditure are examined. Before considering 
these groups, it may be useful to look briefly at the broad sweep of trends 
in consumer expenditure and to summarize some of the results which follow. 


Canadian prospects are for a comparatively rich people to become 
even richer in a material sense. It follows that smaller and smaller fractions 
of real incomes will be required to meet the minimum physical requirements 
for nutrition, clothing, shelter and cleanliness. However, this does not mean 
a slackening of efforts to obtain and spend higher incomes. Nor does it 
mean that expenditures on food, shelter and clothing will account for sub- 
stantially smaller fractions of Canadian budgets, as the quality and degree 
of processing can increase substantially. Life in North America seems to 
be an endless process of acquiring and aspiring to higher levels of material 
comfort. 


During the past three decades Canadian personal expenditure habits 
have continued to approach those in the United States. Some significant 
differences still exist and will probably continue. Canadians have smaller 
incomes than Americans and there is no prospect of significant change in 
this regard. It follows that Canadian personal holdings and consumption 
of some of the more expensive goods and services have been and will con- 
tinue to be less than in the United States. This judgment particularly applies 
to consumer durable goods. Because the Canadian climate is more extreme 
than the average in the United States, Canadians will continue to find that 
protection against heat and cold takes larger fractions of their budgets. Also, 
Canadians face significant higher prices for many manufactured goods, and 
this tends to curtail the Canadian consumption of these goods. 


TRENDS AND PROSPECTS: THE DISTRIBUTION OF CONSUMER EXPENDITURE 


It is our view that food, tobacco, clothing, shelter, fuel, household 
supplies and personal care will account for somewhat smaller fractions of the 
Canadian budget in the future than they do at present. For food, the growth 
in expenditure at retail levels will be very much faster than the increase in 
the quantity of food consumed. For most products, the manufactured content 
is expected to increase. On the other hand, it is our view that the fraction 
of Canadian personal budgets devoted to the purchase and maintenance of 
household durables; the purchase and operation of automobiles; medical 
care; travel and recreational activities: electricity, gas and telephone; and 
university education will increase. Right across the board, Canadians have 
tended to spend substantial portions of their increased incomes on jm- 
proved quality of goods or services, or on increased speed. It seems reason- 
able to expect these trends to continue. 


It seems quite likely that the price of labour intensive services will 
increase substantially relative to the general level of prices of consumer 
goods and services. This implies an attempt to economize on the use of 
such services. In quite a number of cases, substitution of capital equipment 
for labour is probable and it seems likely that the proportion of our budgets 
devoted to such services will decrease quite rapidly. In other cases, such 
substitutions are not readily possible, and despite attempts to economize, 
many of these services will probably account for increased fractions of our 
total expenditure. 


Our views of the trends in expenditure for various classes of goods 
are summarized in Table 26. The prospects for durables are set out in some- 
what greater detail in Table 27. 


Ill. Food 


In recent years, expenditure on food, including restaurant meals, has 
accounted for almost 25% of total personal expenditure in Canada; this is 
almost as large a proportion as in the late 1920’s. In other words, expendi- 
ture on food has increased almost as rapidly as total personal expenditure 
on all consumer goods and services. This is a somewhat surprising trend 
in view of the general expectations that the fraction of total expenditure 
devoted to food will decrease substantially as levels of living improve. Also, 
the growth in expenditure on food is much more than would be expected 
from data on the volume of food consumed. This section of the study is 
concerned with exploring the trends in food expenditures and the con- 
sumption of food, with relating the expenditure on food to the volume of 
food consumption, and with the prospects for expenditure. 


(a) Trends in Expenditure on Food 


Two kinds of information are available on past trends in the expendi- 
ture on food in Canada, the first being the national accounts, and the other 
being selected surveys of family expenditure. In the national accounts, 
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Table 27 


CANADA: PROSPECTS FOR PERSONAL EXPENDITURE 
ON DURABLES* 


Expenditure in 
Item current $ Expenditure in constant (1949) $ 


% of total personal expenditure 
1926-29 1952-55 1955 | 1926-29 1952-55 1955 1965 1980 


Part A 
1. Jewellery and watches.. 0.88 0.67 0.62! 0.76 0.73 2.93 0.75 0.75 
2. Home furnishings... .. 1236 L361 St lle 13 5e5 1s Si7e ee lee ales Game 
3. PUrnitiieeaer eee ere HhePA  —a1leatsy OD el OOM le 630 IOS ule OS meng 
4, Appliances and radios. 1.14 2.51 2.54/ 2.01 2.73 2.96 Sis) sy eth 
5.) AUS sentence 2atl Salt, O00 4.46. s86 901 | Seat 20 ee Oa 
Ganlotalyeaterawer ree 7.44 511792. 12.07] 10.18 12,47 S965. 12.34972297 

Value of Expenditures 
Current §$ Constant (1949) $ 
Part B 

7. Jewellery and watches.. 37 106 108 45 98 98 160 312 
8. Home furnishings..... i 25 226 80 183 195 292 569 
Yh, JENGA Gosgoacénd os 54 254 274 95 218 237 33531 686 
10. Appliances and radios. 81 397 438 119 366 426 718 1,581 
TL. 2AUtos..is.cc eee: 116 912 1,036 263 805 S70 A055. 2al90 
LD eotal?. fee ee ee 344 1,883 2,082 601 1,670) 15924 2°626~ 5,338 


13. Total personal 
expenditure.... 4,188 15,804 17,240 5,897 13,366 14,337 21,300 41,600 
* The concept of consumer durables used here is that found in Canada’s National Accounts. 
In principle the group should be expanded to include gardening and sporting equipment, boats 
and trailers, some portion of auto accessories and home tools. If sucha broadening of the concept 


were made, both the historical trend and the prospective fraction of personal expenditure de- 
voted to consumer durables would increase. 


expenditure on food includes the retail sales of food products, total expen- 
diture on restaurant meals, and an estimate of the income in kind provided 
as food in agriculture, to the armed forces and to other sectors of the 
economy. Thus the national accounts data include not only the value of the 
food at the primary source, but also the whole package of manufacturing 
and distribution activities which intervene between the primary source and 
retail sale, and the services which are included with restaurant meals. These 
national accounts measures show that expenditures on food were a slightly 
smaller fraction of total personal expenditure in recent years than they were 
three decades ago. (See Table 28.) In current dollars, for example, food 
accounted for 28.4% of total personal expenditure between 1926 and 1929, 
and 26.4% between 1950 and 1953; in constant (1949) dollars, the pro- 
portion has fallen from 29.9% in the earlier period to 27.0% in the recent 


TRENDS AND PROSPECTS: THE DISTRIBUTION OF CONSUMER EXPENDITURE 


period’. If an estimate of the service portion of restaurant meals is deducted 
from the total expenditure on food, on the ground that such services are a 
form of entertainment, the trend in the proportion of food expenditure to 
total expenditure is not significantly altered. 


Three surveys of urban family expenditure in Canada were available 
at the time of this study, one each for 1937-38, 1947-48 and 1953*. These 
are useful as independent evidence on the proportion of income devoted to 
food expenditure and as a source of detail on kinds of food on which expen- 
diture takes place. These surveys show the following proportions of total 
consumer expenditure on food: 


1937-38 — 32.4% 
1947-48 — 30.9% 
1953. — 30.9% 


The proportions of expenditure on food are slightly higher than those 
obtained from the national accounts, partly because the sample is confined 
to urban groups and partly because the average income of the sample is 
below the urban average. The interesting feature of these data is the relative 
stability in the proportion of total expenditure devoted to food — it is the 
same in 1953 as it is in 1947-48, and only 1.5 points lower in the later 
years than in 1937-38, despite the great improvement in economic circum- 
stances between these dates*. 


Some indication of the distribution of food expenditure by type of 
commodity is given in Table 29. The data are derived from the reports on 
the family budget surveys. The most interesting feature is the relative 
increase in various types of expenditure between 1937-38 and 1953. Expen- 
diture on meat (including poultry and fish) has increased much more 
rapidly than the average food expenditure per person while expenditure 
on dairy products, cereals (including bakery products) and eggs have in- 
creased by much less than the average. Expenditure on vegetables has 
increased proportionately with total expenditure. It is not possible to infer 
income elasticities or trends in tastes directly from these data; however, 
the data are suggestive of either high income elasticities or strong shifts of 


2 See Appendix B to this study regarding statistical problems of the data on consumer 
expenditure 

3 For reference to these D.B.S. surveys see bibliography to the study. 

4 There is an important sampling problem which may affect the comparability of 
successive family budget studies. Consider families classified by the size of family 
income. A survey of family expenditure covers only a portion of the range of such 
a distribution. It is possible that the portion of the distribution covered in various 
family budget surveys may not be the same — thus the expenditure patterns in the 
various studies may not be directly comparable. We have inspected the three 
Canadian surveys cited above. This inspection, together with fragmentary data on 
other features of the distribution of income in Canada, has led us to the impression 
that this possible source of bias is not a serious problem affecting the comparability 


of the three studies. 
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Table 28 


CANADA: EXPENDITURE ON FOOD AND OTHER DATA 
ON FOOD PRODUCTION AND IMPORTS 


1926-29 1951-53 
average average 1954 1955 
1. Expenditure on food including restaurant 
meals as % of total personal expenditure— 
botheintcurrentiSts ace eee eee 28.4 26.4 261 251 


2. Expenditure on food including restaurant 
meals as % of total personal expenditure— 
both in‘constant.(1949).$.. ee eee 29.9 27.08 27 .4 26.6 


3. Expenditure on food (adjusted to exclude the 
service portion of restaurant meals) as % of 
total personal expenditure—current $........ 26.3 24.3 24.6 ANT 


4. Same as 3—constant (1949) $.............. D> 22.08 Deo D5 2 


. Net value added by food processing manu- 
factures for Canadian market, as % of current 
Siexpenditure. on foOds. «nn cee eee Dilael 24.4 — — 


On 


6. Value of imports of food as % of total 
current expenditure on food product........ 18.0 LSS a a= 


7. Estimated farm income from providing food 
to the domestic market as % of total current 
expenditureonstoo dase ne nee aan os S348) — — 


= 1952-55. 

SOURCE: Lines (1), (2), (3) and (4)—computed from National Accounts and national income 
data made available by D.B.S. 
Line (5)— See Appendix C to this study. 
Line (6)—See Appendix C to the study of Canada’s imports, prepared for the Com- 
mission. 
Line (7) —see Appendix C to this study. 


Table 29 


CANADA: FAMILY BUDGET DATA—A CLASSIFICATION OF 
EXPENDITURES ON FOOD 


Expenditure 
per person per week in cents 1953.as 1953 as % of % of 
% of Jo of total total 
1937-38 1947-48 1953 1937-38 1947-48 1937-38 1953 
PUItS space vs eae 14 52.4 54 385.7 103.0 7.6 8.6 
| By heres CLEAVE D once Oe 10 2 eS 29 290.0 P1387 Bigs 4.6 
NV efetables samme nae 17 50.5 57 3)355)07 112.9 9.3 9.1 
Meats (incl. poultry 
0 Gatish)) serene 38 TSWie6 193 507.8 22S 20.8 30.8 
Dairy products...... 45 Soe 108 240.0 120.6 24.6 Ace 
Cereals and 
bakery products... 31 59.0 78 251.6 13222 16.9 WARS 
Sugar 
28 68.3 107 B82 156.6 15.8 GA 
Other 
LOtalleee merce 183 502.8 6262 342.1 124.5 ~ 100.0 100.0 


s Excluding ‘‘food taken out’’ and ‘“‘board out of town’’. 


SOURCE: aor ated from the following: D.B.S., Family Income and Expenditure in Canada, 
1937-1938; 
D.B.S., Ref. Paper #42: Canadian Non-Farm Family Expenditure, 1947-1948: 
D.B.S., Ref. Paper 464: City Family Expenditure. 
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tastes toward expenditures on meats and fruits, and of low income elasticities 
or shifts in tastes against cereals. 


(b) Comparison of Trends: Expenditure on Food, the Volume of Food 
Consumed and Farm Incomes 


In addition to the data on personal expenditure, there are other indi- 
cators of trends in food consumption, including data on the volume of food 
consumed, cross-section analyses of family® budgets and observations on 
farm income. The trends, as shown by these other indicators, in some cases 
appear to conflict with those indicated by the expenditure data. For some 
time, agricultural economists have been telling us about the relatively low 
income elasticity of the demand for food; that is, of the small percentage 
increase in the consumption of food per 1% increase in income levels®. 
This is a central part in most explanations and predictions of a relative 
decline in agriculture. The evidence is quite convincing that farm incomes 
in the aggregate have not increased as rapidly as either personal disposable 
income or total expenditure on food, as indicated in the national accounts. 
We will see in a moment that this disparity is comparatively easy to explain. 


The study of Canadian agriculture’ prepared for the Commission gathers 
together and analyzes data on the volume of food consumed in Canada, 
between 1935 and 1955. A summary of this data is included in Table 30 
of this study. When the consumption of all food is measured in pounds the 
indication is that the volume of food consumption per capita has increased 
by no more than 7% between 1935-39 and 1953-55%. This contrasts with an 
increase of almost 40% in the per capita expenditure on food, measured 
in constant (1949) dollars, during the same period. As the comparison is 
between periods of depression and full employment, the expenditure data 
tend to overstate the long-run increase in per capita expenditure on food. 


5 See references to analyses of family budgets set out in the bibliography to this study. 


6 See particularly: T. W. Schultz, The Economic Organization of Agriculture, New 
York, McGraw-Hill, 1953; T. W. Schultz, Production and Welfare of Agriculture, 
New York, MacMillan, 1949; J. D. Black, “Agriculture in the Nation’s Economy”, 
American Economic Review, March 1956. 

7W. M. Drummond and W. Mackenzie, Progress and Prospects of Canadian Agri- 
culture, Ottawa, 1957. 

8 The basic material for the study of the volume of consumption of various food 
products is the data on “Apparent Per Capita Disappearance of Food in Canada” 
prepared by D.B.S. for all years since 1935. These data are reproduced for most years 
in various issues of the Canada Yearbook. The Commission staff recalculated these 
data to put them on a basis more comparable with U.S. data available since 1909. 
On the basis of this recalculation the authors of the agriculture study prepared for 
the Commission report that the average per capita weight of food consumed in 
Canada between 1935 and 1939 was approximately 1,400 pounds, and in 1954, 
1,500 pounds, an increase of about 7%. The published data of the Bureau indicate 
an increase in the per capita weight of food consumed of 4.1% between 1935-39 


and 1951-53. 
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The data on the volume of food consumed in 1935-39 compared with 
recent years also reveal some interesting changes in the composition of the 
Canadian food consumption. (See Table 30.) Very sharp decreases have 
taken place in the per capita consumption of food in the forms of cereals 
and potatoes. At the other extreme, rapid increases have taken place in the 
volume of per capita consumption of fruits, green vegetables, red meats, 
poultry and eggs. In most regards, this shift in the composition of food 
consumption is similar to that indicated by the family budget data. 


Table 30 


TRENDS AND ESTIMATES OF PER CAPITA VOLUME OF 
CONSUMPTION OF FOOD 
(1935-39 - 1951-55 with estimates for 1965 and 1980) 


1935-39 1951-55 1965 1980 
average 


average! 2 eS 
Ibs. / Ibs. / % Ibs. / J Ibs. / To 
capita capita 1935-39 capita 1935-39 capita 1935-39 


Cereals. crate 202 166 82 ilsy US 128 63 
Potatoes sae eee 200 145 72 130 65 110 5) 
Other starches eee 106 108 102 108 102 105 99 
rilits)\ sees kaa eee 118 169 149 e/a 156 223 197 
Vegetablesi eee 27 136 107 138 108 145 114 
Oilsiandefiats\ ae eee 16 29 179 52 198 35 216 
Dairy products......... 449 448 100 438 98 418 93 
Redomeatsen. ane eee 1G 140 119 147 125 169 144 
Poultry meatsan.ee eee 21 28 130 29 133 33 154 
ESOS acces eee 31 35 114 38 124 45 147 
NOTE: Consumption figures are in retail weight except for fruits and vegetables given in fresh 


equivalent and meats expressed as dressed carcass weight. 


SOURCE; D.B.S. data on per capita consumption and Commission estimates on future trends; 
see W. M. Drummond and Wm. Mackenzie: Progress and Prospects for Canadian 
Agriculture, Chap. 2, Ottawa, 1957. Data and estimates, ibid. 


(c) Explanations of Trends in Food Expenditure 


Three factors appear to be important when explaining the difference 
between the growth in expenditures on food and the growth in the volume 
of food consumption. These are, the growth in commercial processing of 
food, the increase in the proportion of the food dollar used up in providing 
distribution facilities and services, and the shift toward more expensive 
forms of food consumption. 


It is common knowledge that there has been a substantial increase in 
food processing activities; e.g. frozen foods, cake mixes and commercially 
canned products have replaced much of the home preparation of food. It is 
difficult to make a precise estimate of the growth of the manufacturing of 
food. We have compared the net value added by food manufacturing activi- 
ties in Canada (less an estimate of the proportion of such activities devoted 
to the export market), with total food expenditures. This comparison has 
been summarized in Table 28; it shows that the net value of food processing 
for the domestic market has increased from about 21.7% of expenditure 
on food between 1926 and 1929 to about 24.4% of sales of food between 
1950 and 1953. 
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Apparently there has also been a trend of increase in the proportion of 
the food expenditures used up in providing distribution facilities and services. 
In the first place, with the relative decline of the agricultural and other rural 
populations, the consumption of home-grown food has decreased relatively. 
For example, in Canada’s national accounts this shows up in a relative 
decline of farm food income in kind as a proportion of total expenditure 
on food. A much larger proportion of our food must go through commercial 
distribution channels now. Even with no relative change in transportation 
costs and wholesale and retail margins, the aggregate distribution costs 
must have grown relative to total expenditure on food. In the second place, 
due to increased commercial processing, retail and wholesale channels are 
dealing with relatively more expensive forms of food. Again, even if per- 
centage margins had not changed, the growth in food processing implies a 
corresponding growth in the proportion of the food expenditure devoted to 
providing distributional facilities and services. Third, the evidence seems to 
indicate that there has been relatively little change in the average percentage 
margins for wholesaling and retailing activities, though many changes of 
individual margins have taken place’. 


We digress briefly into an implication of the above developments. Farm 
groups commonly express concern that they are getting a progressively 
smaller proportion of the food dollar. Often this is thought to be a by- 
product of the relatively strong bargaining position of such food processors 
as meat packers, transportation companies, and large wholesale and retail 
distributors, and the weak bargaining position of the farmer. It is quite 
clear that the farmer is obtaining a smaller share of the food dollar. We 
have attempted to estimate the Canadian farm income from supplying food 
to the domestic market, comparing this with expenditure on food. A sum- 
mary comparison has been included in Table 28, showing that the farmer 
gets a little more than 50% of the food dollar at the present time. While 
weak bargaining positions may be some part of the explanation of the 
division of the food dollar between farmers and other groups, our remarks 
above suggest that there are many powerful factors other than a deteriora- 
tion in farm bargaining positions which explain the relative decline in the 
farm share of the food dollar. 


Returning to the main argument regarding trends in food expenditure, 
the third factor which bears on the differences between the growth in expen- 
diture and the growth in food consumption is the shift toward more expensive 
forms of food consumption. It has already been seen that the consumption 
of fruits and meats has increased substantially while the consumption of 
cereals and potatoes has declined. This is a change toward more expensive 
forms of food consumption. Further, within particular classes of food 
consumption, there has been some substitution of more expensive for less 


9 See: The Bank of Montreal, The Service Industries, Ottawa, 1957; W. M. Drummond 
and W. Mackenzie, op. cit., Chap. 12. 
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expensive forms. For example, the family budget data suggest that per 
capita expenditures (measured in current dollars) on meat, poultry and fish 
products have increased by more than 400% between 1937-38 and 1953. 
The data from the agricultural study indicate a volume of consumption per 
capita which is 19% higher. If there had been no improvement in the 
average quality of consumption, this would imply a 320% increase in the 
price of meat, much more than is indicated by price data. Thus, it may be 
concluded that more expensive forms of meat have become relatively more 
important in the volume of meat consumption. 


It has sometimes been suggested that the difference between 
observations on trends in food expenditure and in the position of Canadian 
agriculture is partly to be explained by an increasing proportion of food 
expenditure being devoted to imported items. Imports of food have been 
estimated and compared with personal expenditure on food; the data in 
Table 28 show that imports of food (value f.0.b. point of origin) are a smaller 
proportion of total expenditure on food in Canada now (approximately 
13.3%) than they were between 1926 and 1929 (18.0%). Of course, for 
some items, like citrus fruit, imports have increased more rapidly than 
expenditure on food. 


(d) Factors Underlying Trends in Food Consumption 


The factors which we have examined go some way toward explaining 
superficially the difference between observations on food expenditure and 
food consumption; while we cannot hope to provide definitive answers it 
is useful to ask about the social changes which underlie the trends. These 
appear to be: 


1. the relative decline in importance of heavy manual work. 
This reduces the needs for the staple energy-producing elements 
in the diet; 

2. the fairly vigorous efforts of the nutritionists, to keep 
calorific intake within reasonable bounds, while emphasizing the 
role of the protective foods. This tends to push us away from 
cereals, potatoes, and fat meat, toward fresh or frozen fruit and 
vegetables, and lean meat. The pediatrician on the one hand and 
the heart specialist on the other have encouraged these develop- 
ments. These changes in diet are to a considerable extent a shift 
from less expensive to more expensive items, and could only 
have taken place in circumstances of high and increasing incomes. 


Comparisons with the United States indicate that Canadians 
have not yet gone as far in switching from the old staples of food 
consumption to these other products; similarly we have gone some- 
what less far in using commercial food-preparation activities; 


3. the increase in the proportion of married women who 
work outside the home together with increased scarcity of domestic 
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household help, has put marked new premiums on reducing the 
home preparation of food products. 


(e) Forecast of Expenditure on Food 


This forecast of the demand for food is confined to aggregate expen- 
diture and to certain broad characteristics of food consumption, such as 
the main kinds, degree of commercial processing and distribution services. 
The object of the forecast is to provide some underpinning to and recon- 
ciliation with a number of more specific studies of the demand for food. 
For example, a much more detailed study of the demand for food has been 
made in the study of Canadian agriculture prepared for the Commission, 
some results of which have been reproduced here in Table 30. The agri- 
cultural forecast and this one should be consistent as regards domestically- 
produced foods. 


Our judgment is that the expenditure on food, including restaurant 
meals, will decline slightly as a proportion of total personal expenditure, 
from the present (1953-55) levels of 27% to 24% or 25% by 1980 
(measured in constant 1949 dollars). The implied levels of aggregate and 
per capita expenditure on food are set out in Table 31. The forecast implies 
approximately a 65% increase in per capita expenditure on food during 
the next 25 years. All forecasts are in terms of constant dollars. 


What is the basis of these forecasts? Essentially it is an extrapolation 
of Canadian experience during the last three decades. In constant dollars, 
the data underlying the national accounts indicate a decrease in constant 
dollar expenditure on food from an average of 29.9% of total personal 
expenditure between 1926-29 to an average of 27% between 1952 and 
1955. The ratio decreases at a rate of about 0.5% per year compounded. 
Our guess is that the rate of decline will be approximately the same in the 
future, not entirely because future circumstances will be wholly unchanged 
from the past, but because those that are expected to be different have 
offsetting effects. Further, we assume that: 


1. the transfer of food preparation activities from the home to the 
manufacturing and other commercial channels is by no means 
complete; e.g. the proportion of married women in the labour 
force is expected to increase. Canadians have not yet gone as 
far as Americans in using frozen foods, cake mixes and other 
commercially prepared foods; 


2. during the last quarter century the average age of the popu- 
lation increased and then declined, but was higher at the end 
than the beginning of the period. Somewhat related to this, 
average family size decreased and then increased, but was 
smaller at the end than the beginning of the period.’ These 
changes tend to decrease the percentage of total expenditure 
on food. The population forecast implies relatively little net 
change in the family size and age structure of the population 
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during the forecast period. Thus, we might expect a slightly 
higher rate of growth of expenditure on food in the future 
than in the past quarter century; 


3. the shift of population to larger urban centres is expected 
to continue, this factor tending to result in a growth in expendi- 
ture on food in much the same way as in the past; 


4. the shift toward more expensive forms of food consumption 

is expected to continue. 

We expect the per capita expenditure on food to increase by 65%; 
what about the distribution of this expenditure among various items? Judging 
by past experience, it is expected that higher than average increases will 
take place in expenditure on fresh and frozen fruit and fresh and frozen 
vegetables and meat, and Jower than average for cereals, potatoes, eggs, 
animal fats, beverages, sugar and dried fruits. It now appears that physical 
work will continue to become less important, and thus also will the need 
for energy-producing foods. We expect the views of nutritionists to be 
unfavourable to animal fats and sugar. Better nutrition usually involves 
more expensive foods, and thus the rise in income will permit widespread 
nutritional improvements. 


What does this expenditure pattern imply for the demand for farm 
output ? In so far as farm output and farm income depend on supplying 
food to the domestic market, the consumer expenditure forecast implies a 
fairly rapid increase in farm output and income though somewhat less rapid 
than the increase in G.N.P. Farm income from supplying food to the 
domestic market appears to be about 50% of the expenditure on food 
(including restaurant meals). The proportion of the consumer’s food dollar 
devoted to the manufacture and distribution of food and the provision of 
restaurant services will probably increase, thus tending to reduce the pro- 
portion devoted to demanding farm output. No very substantial change is 
expected in the import content of Canadian expenditure on food. Thus, 
between 1955 and 1980, a 180% increase in G.N.P., is expected to be 
accompanied by a similar increase in consumer expenditure, and about a 
150% increase in expenditure on food. The increase in farm income from 
supplying food to the domestic market would probably be of the order of 
125% to 135%. Of course, the over-all change in farm income is also 
dependent on export prospects. 


IV. Tobacco and Alcoholic Beverages 


(a) Alcoholic Beverages 


The available data on the expenditure on and consumption of alcoholic 
beverages in Canada suggest quite clearly that the per capita consumption 
of such beverages is much larger now than it was (say) 25 years ago. Judging 
by Canada’s national accounts, Canadians are spending approximately 5% 
of their total personal expenditure on alcoholic beverages at the present 
time, compared with a little less than 3% of their personal expenditure in 
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the late 1920’s. (See Table 32.) Data on the per capita domestic dis- 
appearance of alcoholic beverages also indicate a substantial increase in the 
per capita consumption. Selected data have been placed in Table 32; these 
show that per capita consumption of beer has more than doubled during 
the last 25 years, of spirits has increased by a little more than 60%, while 
the per capita consumption of wine appears to be about the same. 


Time has not been available (nor does it appear particularly useful 
within the compass of this study) to carry out a careful analysis of the 
trends in Canadian consumption of alcoholic beverages. However, a few 
observations on the data may be useful. 


First, the recorded data on expenditure and consumption of alcoholic 
beverages in the late 1920’s probably understate the real consumption 
which was taking place and thus tend to overstate the rate of increase in 
expenditure and consumption of such commodities. The recorded con- 
sumption levels in the late 1920’s were influenced by the temperance legis- 
lation. In Ontario, for example, during the temperance period it was legal 
to brew beer in the home for home consumption; such brewing would not 
enter into the recorded statistics of beer consumption or of expenditure 
on such beverages. Similarly, it is well known that there was very much 
more home and illicit distilling of beverages in the late 1920’s than exists 
at present. 


Second, the history of social behaviour in Canada suggests that the 
community now looks more favourably on the consumption of alcoholic 
beverages than it did three decades ago. In any case, the number and 
variety of outlets for selling alcoholic beverages has increased more or less 
steadily since the late 1920’s. Third, while data do not permit accurate 
measurements, there are a number of indications that a substantial propor- 
tion of the alcoholic beverages consumed is charged against business expense. 
In the revision of the national accounts currently taking place, the personal 
expenditure on alcoholic beverages has been tentatively set at 92.5% of the 
total expenditure on such beverages, assuming that 7.5% is chargeable 
against business accounts. This probably understates the appropriate charging 
to business accounts. For example, the surveys of family expenditure have 
repeatedly indicated that smaller proportions of family budgets are devoted 
to alcoholic beverages than are indicated by the national accounts. Of 
course, there are strong reasons for believing that the proportions indicated 
by the family budget data tend to underestimate the family expenditure on 
alcoholic beverages. 


Fourth, the retail prices of alcoholic beverages bear about the same 
relationship to the prices of all consumer goods and services now as they 
did in the late 1920’s; thus the increase in expenditure on such beverages 
has not been attributable to a long-run change in a structure of prices. 
Finally, the total consumption of alcoholic beverages in Canada is still well 
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below the American levels, on a per capita basis. Dewhurst? indicates that 
American per capita consumption of beer is about 17 gallons per annum 
now (compared with about 14 in Canada); that the American per capita 
consumption of hard liquor is about nine-tenths of a gallon per person per 
annum (compared with about .60 imperial proof gallons of spirits in Canada); 
and that the American consumption of wine is about nine-tenths of a gallon 
per, annum (compared with Canadian consumption of about .40 gallons 
per year). There are indications that the American levels are continuing 
to increase; Dewhurst has suggested that the expenditure on alcoholic bever- 
ages in the United States would increase by about 11% between 1950 and 
1960 compared with the 7% increase for all consumption items. 


Prospects 


Let us turn now to the prospects for expenditure on alcoholic beverages 
in Canada. It is our judgment that the proportion of Canadian personal 
expenditure devoted to alcoholic beverages will not change very much from 
the current position, in which about 5% of total personal expenditures is 
devoted to such commodities. This means that the past trend of increase 
in the proportion of personal expenditure devoted to alcoholic beverages 
is not expected to continue. This judgment has been based on the following 
considerations. 


1. It has been assumed that the price of alcoholic beverages 
relative to the general level of prices of consumer goods and 
services will be unchanged from the present levels. 


2. It appears that the recorded trends in the proportion of personal 
expenditure devoted to alcoholic beverages in the past tend 
to overstate the rate of increase of consumption because of 
the effect of temperance legislation and so on. One should 
expect a somewhat less rapid rate of increase in the recorded 
expenditures on alcoholic beverages in the future. 


3. The proportion of the population — or more correctly, of the 
adult population — which now consumes alcoholic beverages 
appears to have increased a good deal during the last 30 years; 
as the proportion is now fairly large it seems unlikely that the 
rate of increase could continue in the future at the same pace 
as during the past three decades. 


4. Even if the current proportion of the personal expenditure 
devoted to alcoholic beverages were to be unchanged, this 
implies a very considerable increase in the volume of consump- 
tion of alcoholic beverages. It means, for example, approxi- 
mately a 70% increase in per capita expenditure on alcoholic 
beverages, measured in constant dollars. This would probably 


10 J. F. Dewhurst and associates, America’s Needs and Resources, New York, The 
‘Twentieth Century Fund, 1955. 
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mean a slightly smaller rate of increase in the volumes of 
consumption of alcohol because of some shifting from less 
expensive to more expensive forms of consumption. Neverthe- 
less the rate of increase may be viewed by some people with 
considerable alarm. 


As a rough check on the projections, we have considered the possible 
volumes of consumption of various forms of alcoholic beverages per drinker 
in the future and at the present time, assuming that the proportion of the 
population which abstains, continues to decrease a little. On this basis it 
appears that our expenditure functions imply something like a 35% to 40% 
increase in the per drinker consumption of alcoholic beverages. 


(b) Tobacco Products 


At present, Canadians spend about 3% of their total personal expen- 
diture on tobacco products; the per capita consumption of tobacco products 
is much larger in Canada now than it was three decades ago. This section 
is concerned with trends in the expenditure and consumption of tobacco 
products in Canada and with the prospects for Canadian consumption of 
tobacco products. 


Annual tobacco consumption in Canada is now (1955) about 52) 
pounds per capita in various forms, compared with less than 3.5 pounds 
in the late 1920’s. Consumption per adult is now about nine pounds a year 
compared with six pounds in the late 1920’s. Thus, the long-run growth in 
the volume of per capita consumption of tobacco products has been more 
rapid than the growth in the per capita net income. However, during the 
last decade, the growth in the consumption of tobacco products has been 
a good deal slower than the average over the past three decades, and some- 
what slower than the growth in real income. 


In Canada, a marked shift has taken place in the forms of tobacco 
consumption, away from cut and plug tobacco toward manufactured ciga- 
rettes. Given the tax and price structure for tobacco products in Canada, 
this is a substitution of a more expensive for a less expensive form of con- 
sumption. Thus, on a long-run basis, the increase in expenditure on tobacco 
products has been much more rapid than the increase in the total volume 
of consumption of tobacco products. Even in recent years (1946-53), where- 
as the volume of consumption of tobacco products per adult increased at 
a rate of 0.50% per year and the volume of consumption per capita was 
approximately constant, the per capita expenditure (measured in constant 
1949 dollars) increased slightly more than 1% per annum. 


Changes in income and the prices of tobacco products take us some 
distance in explaining the trends in consumption. With the growth in real 
income, some substitution of more expensive for less expensive forms of 
tobacco consumption has taken place and probably will continue to do so. 
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Fluctuations in expenditure on tobacco products have roughly corresponded 
to fluctuations in income. Marked changes in the differential between 
Canadian and United States prices for tobacco products have clearly in- 
fluenced the consumption of Canadian tobacco preducts. 


Quite apart from changes in income, other important factors have 
affected the level and forms of consumption of tobacco products. In Canada, 
as in most other countries of the Western world, there has been a very great 
increase in the consumption of cigarettes; this is only partly a substitution 
of cigarette consumption for other forms of tobacco. The most important 
factor underlying the growth in cigarette consumption is the widespread 
increase in smoking by women. Another factor is the relative shift of the 
population to urban centres from rural areas, and to occupations carried on 
in more or less confined quarters. 


A comparison of the consumption of tobacco products in Canada and 
the United States reveals some substantial differences. The per capita 
consumption of tobacco products in Canada is considerably smaller than it 
is in the United States; however, the Canadian levels have gradually been 
approaching those of her neighbours. Second, a much smaller proportion of 
the consumption of tobacco in Canada is in the form of manufactured 
cigarettes. On a per capita basis American consumption of manufactured 
cigarettes is now about 2,400 per annum whereas Canadian consumption 
in this form was approximately 1,550 per annum in 1955. However, the 
over-all differences in the smoking of cigarettes are smaller in the two 
countries than these figures would indicate; sales of fine cut tobacco and the 
consumption of roll-your-own cigarettes account for a substantial part of 
the difference. When roll-your-own cigarettes are added to manufactured 
cigarettes, Canadian levels of cigarette consumption are approximately 
2.100. 


Differences in the prices of tobacco products partly explain the 
differences in consumption habits. Primarily because of higher levels of 
commodity taxation imposed on tobacco products in Canada, the prices of 
tobacco products are very much higher in Canada than in the United States, 
while Canadian per capita incomes are a good deal smaller than in the 
United States. The higher prices for tobacco products and the lower incomes 
in Canada tend both to produce lower levels of consumption of tobacco 
products in Canada and a greater proportion of that consumption in the 
cheaper forms of tobacco products. It should be noted that the differential 
in prices of tobacco products between Canada and the United States cannot 
be allowed to become too large, because of the relative ease of Canadian 
consumption of United States tobacco products without paying the Cana- 
dian commodity taxation. 


Prospects for the consumption of tobacco products in Canada 


While it is our expectation that the per capita Canadian consumption 
of tobacco products will increase, simple extrapolation of the past trends 
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in the proportion of consumer expenditure would probably be quite un- 
satisfactory. The historical data on the consumption of tobacco products 
have been set out in Table 33 and the detailed forecasting methods are in 
Appendix C. By setting down our judgments about the prospects for the 
consumption of tobacco products, it will be possible both to indicate why 
a simple extrapolation is not considered satisfactory and to derive a set of 
estimates of expenditure on tobacco products. 


Judging by the experience in quite a number of countries, the pro- 
portion of the population who use tobacco products tends eventually to 
reach some upper limit and the consumption per user also seems to reach 
a limit. Canada has been going through a period in which a proportion of 
the population who use tobacco products has increased a great deal and 
some increase has taken place in the consumption per user. While we have 
not yet reached the upper limits in either respect, it does appear that before 
too many more years the rate of increase in tobacco consumption would be 
less rapid than the average during the period from 1922 to 1955. Indeed, 
in the postwar years the rate of increase has already been somewhat less 
rapid than the average throughout the 1922 to 1955 period. 


A number of rather specific judgments or assumptions have been made 
with respect to the prospective use of tobacco products. These are: 


1. The volume of consumption of tobacco products per adult 
is expected to increase for some time at somewhere around 
1% per annum between 1955 and 1965, and 0.5% per annum 
between 1965 and 1980. The average rate of increase in 
consumption per adult during the last ten years, 1946-55, 
has been slightly more than 0.5%. Canadian consumption is 
still well below that in the United States and may be reasonably 
expected to approach current American levels; 


2. For some time the proportion of the Canadian consumption 
of tobacco in the form of manufactured cigarettes has been 
increasing; it is our judgment that this proportion will continue 
to increase, approximating to 85% of the total consumption 
by 1980. This is approximately the current division of the 
consumption of tobacco products among manufactured ciga- 
rettes and other forms of tobacco in the United States. For 
some time the Canadian consumption has been approaching 
the American pattern, but with a lag which is largely to be 
explained by the higher prices of tobacco products in Canada, 
particularly manufactured cigarettes, the lower levels of income 
in Canada and the slightly larger proportion of rural population 
in Canada?!; 


3. The consumption of raw leaf tobacco is expected to decrease, 
and of cigars, to increase slowly. 


These judgments together with the population forecast imply certain 
levels of per capita and aggregate consumption of tobacco products as a 


11 These judgments imply that the claims of ill effects of cigarette smoking on health 
will have little influence on consumption of tobacco products. 
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whole and a certain distribution of that consumption in the future. In turn, 
the expected volumes can be priced up in 1949 prices, yielding estimates 
of aggregate and per capita expenditure of tobacco products. The result 
of the calculations are set out briefly in Table 33. This shows that the per 
capita consumption of manufactured cigarettes is expected to increase from 
about 1,575 in 1955 to about 2,300; the per capita consumption of other 
manufactured tobacco products excluding cigars is expected to fall to less 
than one pound per person; and the per capita consumption of cigars is 
expected to increase to about 21, all by 1980. In the aggregate these 
estimates suggest a little less than a tripling in the Canadian consumption of 
manufactured cigarettes, a decline in Canadian consumption of cut tobacco 
and plug and snuff, and roughly a doubling in the consumption of cigars. 
As regards expenditure, the expectation is that the per capita consumption 
of tobacco products will account for a smaller proportion of total personal 
expenditure, the fraction being about 3.5% in 1965 and about 2.75% in 
1980 (all based on constant (1949) dollar data). 


These rough estimates of the prospects of Canadian consumption of 
tobacco products have important implications for the manufacture of to- 
bacco products and for the growers of leaf in Canada. The prospect for 
Canadian consumption of Canadian leaf depend primarily on the weight of 
tobacco consumed rather than on the forms of consumption. As com- 
paratively modest increases in the per capita consumption of tobacco 
products are expected, the growth in the Canadian market for leaf tobacco 
depends primarily on the population growth in Canada. Our rough esti- 
mates suggest that the Canadian market for leaf tobacco should approxi- 
mately double in the next 25 years. Because of the predominance of the 
consumption of manufactured cigarettes, the prospects seem brighter for 
growers of flue-cured than for growers of burley tobacco. On the other hand, 
because of the shift into the proportion of consumption towards manu- 
factured cigarettes, the prospects for the Canadian market for manufactured 
tobacco products are somewhat better than the Canadian market for raw leaf. 


V. Clothing and Personal Furnishings 


(a) Summary of Conclusions 

This section is concerned with the trends and future prospects for 
Canadian expenditure on clothing and personal furnishings. The group 
includes clothing, footwear, piece goods and notions, jewellery and watches, 
and purchased services for the maintenance of personal furnishings. Our 
judgment is that the proportion of total personal expenditure devoted to 
these purposes will decrease slightly, from a level of 12.4% between $952 
and 1955 to approximately 11.2% by 1980, the percentages calculated on 
the basis of constant (1949) dollars. In other words, this type of expen- 
diture is expected to increase somewhat less quickly than personal disposable 
income and aggregate consumer expenditure. A forecast on this basis is set 
out in Table 34. 
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While it is more difficult to speculate about the distribution of this 
expenditure among various items and types of material, some such forecasts 
are necessary for examining the industrial and import prospects. Our view 
is that the synthetic materials will continue to grow relatively in importance 
as a substitute for wool in clothing and for leather in footwear. Per capita 
consumption of cotton textiles is expected to decrease slightly. Items of 
personal care and adornment, other than clothing and footwear, are expected 
to become somewhat larger proportions of the total expenditure on clothing 
and personal furnishings. 


(b) Trends in Consumption 


The forecasts of Canadian consumption of clothing and personal fur- 
nishings are based on analyses of Canadian trends (in which the brief to the 
Commission by the Primary Textiles Institute and the study of Canada’s 
primary textile industry carried out for the Commission, have been very 
helpful), Canadian family budget data, comparisons of Canadian and other 
experience, and a fairly large body of family data. 


Consider first the Canadian data on personal expenditure on clothing 
and personal furnishings, as measured in the national accounts. These data 
(see Tables 9 and 10) showed that the proportion of Canadian personal 
expenditure devoted to clothing and personal furnishings has been some- 
what smaller in recent years (1952 to 1955) than it was between 1926 and 
1929. In terms of current dollars the proportion has declined from 14.8% 
to 11.5%; in terms of constant (1949) dollars, the proportion has declined 
from 14% to 12.4%. These data may be looked at another way; comparing 
1926 to 1929 and 1952 to 1955, per capita disposable income in constant 
(1949) dollars has increased by 46% and per capita personal expenditure 
has increased by approximately 45%. However, per capita expenditure on 
clothing and personal furnishings has increased by no more than 30%. 


Using the late 1920’s and recent years as indicators of long-run trends, 
expenditure data show that a somewhat more rapid increase has taken place 
in total personal expenditure than in expenditure on clothing and personal 
furnishings. These data also show quite clearly the abnormally high rate 
of expenditure on clothing and personal furnishings during the early postwar 
years. A statistical relationship of per capita expenditure on clothing and 
personal furnishings and total per capita personal expenditure produces a 
regression line with an estimated slope of .107 which indicates that an 
increase in total per capita expenditure of $1 has been associated with an 
increase in expenditure on clothing, etc., of 10.7¢ in the past !?, 


12J.n its brief, the Primary Textiles Institute suggests that the rate of increase of 
expenditure on clothing will be the same as the aggregate personal disposable 
income. Our comments suggest that in the past the rate of increase in expenditure 
and clothing has been less rapid than the total personal expenditure. 
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Some slight additional supporting evidences regarding trends in personal 
expenditure on clothing are provided by Canadian family budget data. Data 
from the 1937-38, 1947-48, and 1953 surveys have been adjusted to a basis 
more comparable with the national accounting concepts!*, These data show 
that the average expenditure on clothing as a percentage of total expendi- 
ture has been: 1937-38, 10.8%; 1947-48, 12.1%; LOS Brel O18 


Other data on the per capita flows of clothing and personal furnishings 
to households are set out in Table 35. These data confirm the observations 
based on the information on expenditure. For example, the per capita 
Canadian consumption of fabrics of all types has increased by less than 
40% between the late 1920’s and the present time. Per capita consumption 
of leather footwear has increased by approximately 25%. The data also 
Show the great disparity in the rate of growth among various types of 
products. Per capita consumption of wool fabrics is now smaller than it 
was three decades ago. A very large absolute decrease has taken place in the 


consumption of silk and a very large increase in the consumption of artificial 
fibres. 


International comparisons, particularly with the United States, provide 
some additional evidence on consumer expenditure on clothing and personal 
furnishings. The Kravis study compares the distribution of consumer expen- 
diture among a number of countries and over time14. As regards the 
Proportion of consumer expenditure on clothing and personal adornment, 
this study concluded: “Neither the sector as a whole nor any of the three 
categories (clothing and footwear, personal effects, personal care) was corre- 
lated with interspatial differences in real per capita income. In the United 
States, however, there has been a substantial decline in the ratio for clothing 
and accessories, from 19.3 per cent in 1869-78 to 10.5 per cent in 1944-53. 
On the other hand, in Sweden. . .there is little evidence of a secular decline 
in the clothing ratio.” 


The Dewhurst study contains a more detailed analysis of American 
expenditures on clothing and personal care'®. This study indicates that the 
long-run trend in the United States has been a slight decline in the propor- 
tion of consumer expenditure devoted to clothing and an increase in the 
proportion of expenditure devoted to personal care, but with the two groups 
combined having declined. This change has taken place in spite of a number 


13 D.B.S.: Family Income and Expenditure in Canada, 1937-38, (Ottawa, 1941); 
D.B.S.: Reference Paper No. 42: Canadian Non-Farm Family Expenditure, 1947-48, 
(Ottawa, 1953); D.B.S.: Canadian Non-Farm Family Expenditure, 1953: (Ottawa, 
1956). In each case the estimated payments for personal taxes and certain other 
family expenditures which are not included in personal expenditure in the national 
accounting sense, have been deducted from the family expenditure total. 

14 Irving B. Kravis, International and Intertemporal Comparisons of the Structure 
of Consumption, National Bureau of Economic Research, 1955. 


15 [bid. 
16 Dewhurst, op. cit. 
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of strong forces tending to increase the expenditure on clothing and personal 
care, including the increased proportion of the women in the labour force, 
the shift of population from farm to city, the substitution of factory-made 
clothing for home-made clothing and the change in the income distribution. 
Decline in family size is an objective factor which works in the opposite 
direction. On balance these objective forces have not been sufficient to 
increase the proportion of family budgets devoted to clothing and personal 
care. (It should be noted that the Dewhurst study expects the proportion of 
consumer expenditure devoted to clothing in the U.S. to be somewhat larger 
by 1960 than it was in 1950 and 1953.) 


Most family budget studies have concluded that clothing expenditures 
increase more than proportionately to income as income increases. In the 
Allen and Bowley study, 23 family budget surveys were analyzed for 
different times, groups, and countries!". In all but four of these, the income 
(or rather the total expenditure) elasticity of demand for clothing (i.e. the 
rate of percentage increase in expenditure on clothing for each 1% increase 
in total expenditure) lay between 1.0 and 1.6, and only two estimates were 
less than 1.0. A recently published study (of family budgets) by H. Gregg 
Lewis and Paul H. Douglas concluded that the income elasticity of the 
demand for clothing was between 1.1 and 1.215. Studies of income sensi- 
tivity of expenditure by Paradiso and by Paradiso and Winston placed 
most items of clothing in the sensitive class’. 


If the estimates of the income elasticity of demand for clothing derived 
from this variety of family budgets were reliable indicators of long-run 
trends, it should be expected that the clothing expenditure has become and 
will be an increasingly large proportion of total consumer outlay over time. 
While there are some examples of such a change (Sweden, 1953, compared 
with 1928-29), there is little evidence of any strong tendency in this direc- 
tion in the past, certainly not of the magnitude which would be expected on 
the basis of the family budget estimates. Most of the historic evidence 
provided by time series and by the average distribution expenditures in 
successive family budget studies indicates that the average proportion spent 
on clothing has been approximately constant?®. In fact, North American 
data indicate a slow decline in this average propensity. 


17R. G. D. Allen and A. L. Bowley, Family Expenditure, London, P. S. King and Son 
Limited, 1935. 

18H, Gregg Lewis and Paul H. Douglas, Studies in Consumer Expenditure, Chicago; 
University of Chicago Press, 1949. 

19]. J. Paradiso, Survey of Current Business, January, 1945 and January, 1950: 
L. J. Paradiso and Clement Winston, “Consumer Expenditure-Income Patterns’, 
Survey of Current Business, September, 1955. 

20 See Kravis, op. cit.; also see Margaret E. Thomas “The Predictive Value of Con- 
sumer Expenditure Data as a Method of Forecasting”, Proceedings of the Business 
and Economic Statistics Sections, American Statistical Association Montreal Meeting, 
1954, 
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We are faced again with the same kind of problem as was encountered 
with respect to aggregate consumption-income relationships, the problem 
of reconciling the difference of view suggested by family budget and by time 
series data. Intuitively, the Friedman Hypothesis provides help in these 
cases*1. The family budget studies are heavily influenced by those whose 
measured income departs from their permanent income. Such departures 
find outlets, to a considerable degree, in the timing of expenditures on 
durable and semi-durable goods. Those whose measured incomes are 
substantially below their permanent incomes will commonly be postponing 
expenditure on durables and semi-durables (though not the permanent con- 
sumption of these items). Those whose measured incomes are substantially 
higher than their permanent income will be making unusually high expen- 
diture on durable and semi-durable goods (though not permanent consump- 
tion of these items). Clothing and personal furnishings are semi-durables. 
Thus, the Friedman Hypothesis suggests that the family budget studies will 
systematically overestimate the income (or total expenditure) elasticity of 
demand for clothing and personal furnishings, as that measure applies to 
the growth of income over time. 


(c) Forecast of Expenditure 


The evidence supporting the expectation of a small further decline in 
the ratio of expenditures on clothing and personal furnishings to total 
personal expenditure is quite convincing to this writer. It is the historic 
Canadian and American experience. (The proportion of Canadian incomes 
devoted to clothing exceeds the American levels, and this is partly to be 
explained by differences in standard of living.) 


There is no very satisfactory basis for projecting the degree of decrease. 
Our guess is that expenditures on clothing, piece goods and notions will 
decrease from 10.65% of total personal expenditure between 1952-55 to 
about 10.25% of total expenditure by 1965 and 9.75% by 1980. We 
believe that the proportion of total expenditure devoted to jewellery and 
watches will be constant at about 0.75% of total personal expenditure. 
The purchase of maintenance services for clothing are expected to grow less 
than proportionately to total personal expenditure; our view is that such 
expenditures will account for about 0.87% of the consumer budget by 1965 
and 0.70% by 1980, compared with 0.98% between 1952 and 1955. All 
of these estimates were based on constant (1949) prices. Taking the whole 
group, clothing and personal furnishings, the expectation is that such expen- 
ditures will account for about 11.9% of total personal expenditure by 1965 
and 11.2% by 1980, compared with about 12.4% between 1952 and 
1955. Looking at this another way, we expect that the total expenditure on 
clothing and personal furnishings in 1980 will be about 250% of 1952-55 
levels, while total personal expenditure is expected to be about 280% of 
1952-55 levels. 


21 Milton Friedman, 4 Theory of the Consumption Function, New York, NBER, 1955. 
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Before leaving the matter two or three other factors which might affect 
consumer behaviour regarding expenditure on clothing should be touched 
on; these include changes in the structure of the population, shift of clothing 
manufacture from the home to the factory, changes in the technical charac- 
teristics of clothing and in the relative expensiveness of clothing and personal 
furnishings. In the brief of the Primary Textiles Institute, the age structure 
of the population is advanced as an important factor influencing expenditure 
on clothing. As a rough indicator it was assumed that the expenditure on 
clothing of those aged 14 and less and 65 and over would be about one- 
half of that made by people aged 15 to 64. (This is an application to the 
clothing sector of the equivalent-adult scale procedures, which are common- 
ly found in the analysis of expenditure on food). Given this assumption, 
has the change in the age structure of the population been sufficient to 
significantly affect Canadian expenditure on clothing in the past? The 
answer is no. Consumer units, (defined as one-half of the population aged 
0 to 14 and aged 65 and over, plus the total population aged 15 to 64), 
amounted to 81.4% of the population in 1931, 82.4% in 1941 and 81.0% 
in 1951. Further, given the population forecast made by the Commission, 
at no time in the future is the ratio of consumer units to the total population 
expected to be less than 79.4%. In other words, if the equivalent-adult 
scale for clothing which was used by the Primary Textiles Institute is con- 
sidered appropriate, the future change in the population structure is not 
expected to be large enough to affect significant per capita clothing ex- 
penditure. The question remains as to whether the assumed scale is 
appropriate. Data available on the Dewhurst Study suggest that it is roughly 
So: 

A second feature of the population structure which may influence 
expenditure on clothing is the industrial and geographical distribution of 
the population. One of the most important changes that has taken place in 
the past is the shift of the population from rural to urban areas. While it 
is difficult to obtain measurements for comparable groups of people, the 
available evidence suggests that the proportion of expenditures devoted to 
clothing and personal furnishings is smaller in rural than in urban areas. 
On this account, past population shifts would tend to increase the propor- 
tion of expenditures devoted to clothing for the whole population. In fact, 
the proportion has declined despite this rural-urban shift. As this shift will 
probably be relatively smaller in the future, a somewhat more rapid decline 
in clothing and personal furnishings expenditures would be expected in 
the future. 


At one time a very large part of the manufacture of clothing was 
carried on in the home; this was particularly so in the rural areas. In the 


22 Dewhurst, op, cit. Data are presented on Workers Budget in the United States. 
The average expenditure on clothing for a boy or girl is approximately 56% of that 
for a husband or wife while the average expenditure per person for an elderly 
couple is a little Jess than 40% of that of an adult who is working or keeping-house. 
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United States manufacture of clothing had been almost completely trans- 
ferred to the factory by 1940. The trend in Canada appears to be quite 
similar, though with some lag behind the United States. Such a transfer 
implies a more rapid increase in expenditure on clothing, as measured in the 
national accounts. The home manufacture of clothing did not appear as 
part of the income nor as part of the expenditure in the national accounts. 


With the development of synthetic fibres there has been very great 
improvement in the quality and durability of clothing and footwear. On the 
one hand, the improvement implies a reduction in expenditure on clothing; 
on the other hand, the increased range of items available tends to increase 
expenditure. The average price of clothing has fallen somewhat relative 
to the total expenditures in the past. However, there have been quite 
different ratios for various kinds of clothing, wool increasing in price much 
more than the average, while synthetic fabrics have fallen in price relatively. 
Some part of the substitution of synthetics for wool must be due to the 
relative cheapening of synthetics. 


Table 35 


CANADA: MISCELLANEOUS DATA ON CONSUMPTION OF 
CLOTHING AND PERSONAL FURNISHINGS 


(1) (2) (3) (4) (5) (6) 
Year Apparent Canadian supply Apparent Canadian 
of fabrics per capita supply of leather 
—_—_——————_—_————————— footwear per capita 
Cotton Synthetics Silk Wool Total 
(vds.) (yvds.)  (yds.) (yvds.) —_(yds.) (prs.) 
19280 oe ey ee ees 36.3 1) 2.8 She 44.6 250 
[929 ce cewooitns ete 32.4 DSS 256 326 40.9 Dao 
1930-34 average........ WS) 8) Deel, lee Dal 32.4 — 
1935-39 average........ 3102 4.5 0.9 DoS) 38.1 Ase he 
1945-49 average........ 36.2 8.] — 3°53: 47.6 —- 
MOSOPeeeiat es tke e ree 38.0 9.3 — 3.0 50.3 Bei 
195 [ba creer Ras A earn 34.9 9.1 — 258 46.8 Daal, 
LOS Dearest sree ene 34.0 8.8 — 2.4 45.2 2.8 
O53 ren ane cane nl 34.0 8.5 ~- 2.6 ANS Ps 
1054 aoe Pe ee. era a 30.4 Wad == 250 40.1 DES 


® Average of 1937 and 1938. 

SOURCE: Columns (1), (2), (4) and (5), 1930-34, 1935-39, 1945-49, 1950-54, Brief of Primary Textiles 
Institute to ‘Commission, Appendix E. 
Columns (1), (2), (4) and (5), 1928-29 from 26th edition of Manual of the Textile In- 
dustry; column (3), all years from latter source. 
Column (6)—Calculated from Canadian Manufacturing Reports. 


VI. Shelter 


(a) Introduction and Conclusions 

Shelter accounted for about 10% of total personal expenditure between 
1952 and 1955, if measurement is made in constant (1949) dollars, and 
about 12%, if measurement is made in current dollars. This group of 
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expenditures is of particular interest because of its relationship to investment 
in housing and the community’s stock of capital in the form of housing, and 
because of the importance of housing to social welfare. This section is 
concerned with the trends and prospects for expenditure on shelter and 
with the implications of this expenditure for the stock and investment in 
housing. 


Canadian data show quite clearly that shelter has accounted for a 
smaller proportion of total personal expenditure in recent years than it 
did during the late 1920’s. Correspondingly, data on the stock of housing 
show that this item is a smaller part of the nation’s capital stock now than 
three decades ago. In our judgment these trends are likely to continue. 
We think that the best bet in projecting shelter expenditure is to assume that 
this will decline from about 12% of total personal expenditure at present 
to about 10% by 1980, both measurements in 1955 dollars. In terms of 
constant (1949) dollars this is equivalent to a decline from a little more 
than 10% of personal expenditure in 1955 to about 8.5% of expenditure 
in 1980. The implied projections for space rent are set out in Table 36. 


(b) Trends in Expenditure on Shelter 


In Canada’s national accounts, owner-occupied as well as rented housing 
is treated as part of the business sector of the economy. Consumer expen- 
diture on shelter is viewed as the explicit or implicit rent on this housing, 
i.e. the shelter expenditure is the sum of rents paid by tenants, and the 
imputed rents of owner-occupied housing and a few other minor imputa- 
tions. The measure of expenditure is a gross one; for the owner-occupied 
housing, the estimate would include the rents as if the property were let 
commercially to a tenant. The paid rents include the payments for space, 
plus an estimate of those heating costs provided by landlords plus whatever 
facilities and services are provided along with the space. As our interest is 
in the housing space, we have deducted the estimated landlord’s fuel costs 
from the shelter expenditure as recorded by D.B.S., treating the revised 
concepts as a measurement of gross space rents. In principle we should also 
make a deduction from the imputed rents for the value of other services 
provided by landlords which find their way into the imputation. However, 
the method of imputation is an attempt to allow for higher average quality 
of owner-occupied than of tenant-occupied housing. 


Data on the stock of housing (numbers and value) have been taken 
from the study of Residential Real Estate in Canada by O. J. Firestone”, 
with the data being brought up to date by the Central Mortgage and Hous- 
ing Corporation. The Firestone-CMHC estimates of the value of the stock of 
housing are a net estimate in the sense that they are estimates of the de- 
preciated value of the housing stock which exists at any point of time. In 
the study of output, labour and capital prepared by the staff of the Com- 


23 CO, J. Firestone, Residential Real Estate in Canada, 1951. 
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mission, a new estimate of the value of the stock of housing was made?+, 
This new estimate includes both a gross and net value figure. The level of 
the new estimates is considerably below the Firestone-CMHC values mainly 
because of differences regarding the average expected life of housing. How- 
ever, the trend in the two sets of estimates of the value of the housing 
stock is the same. 


Data on the historical records of gross space rent in Canada and the 
stock of housing are set out in Table 36. Rents in Canada at present com- 
prise about one-tenth of the consumer expenditure, measured in constant 
(1949) dollars. In a study of the structure of consumption at various times 
and places, Irving Kravis used the Canadian national accounts gross rents 
estimates, which include landlord’s fuel costs. His percentage for gross 
rent in Canada is 12.6% compared with 11.8% for the United States. This 
difference is not great and is explained primarily by the lower shelter outlays 
required in those areas of the United States where winter is not severe2°. 


The data set out in Table 36 indicate a gradual decline in the relative 
importance of rent as a share in consumer expenditure. The decline is from 
about 12.3% of total personal expenditure between 1926 and 1929 to 
about 10.1% of personal expenditure between 1952 and 1955, both meas- 
urements in 1949 dollars. In current dollars the decline is from about 14% 
to 12% during the same period of time. This decline was not evident during 
the 1930’s and the relatively lower aggregate rents during the past 15 years 
might be explained in part by reference to short-term considerations. How- 
ever, it is important that during the past six years the percentage has been 
consistently about one-sixth below the levels of the 1920’s. Considerable 
fluctuations in the proportion of consumer expenditure devoted to space 
rent were experienced between 1930 and 1948. During depression years, 
rent consistently accounted for a larger share of consumer expenditure than 
it has in recent years. By 1937 the percentage reached the level of the 
late 1920’s but the war soon introduced new factors to the situation. The 
lack of new housing was probably the most important of these. The average 
age of dwellings increased by three years between 1938 and 1945. While 
a similar change is evident during the 1930’s, it apparently was counter- 
balanced by the negative effect of low income on other expenditure. By 
contrast, during the late 1920’s and again during the late 1940’s, the average 
age of houses, especially urban houses, remained constant. 


The study by Kravis on the pattern of consumer expenditure in various 
countries and at various times provides somewhat mixed evidence regarding 
housing. Countries with higher living standards do not always devote 


24Wm. C. Hood and A. D. Scott, Output, Labour and Capital in the Canadian 
Economy, Ottawa, 1957. 


25 Irving B. Kravis, International and Interterporal Comparisons of the Structure of 


Consumption (preliminary mimeographed copy), National Bureau of Economic 
Research, 1955. 
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smaller fractions of their expenditure to housing, but many qualitative 
considerations such as climate affect these spatial comparisons. One con- 
sistent pattern is noted by Kravis; in those wealthy countries which have 
experienced steady and substantial growth in real income, housing ex- 
penditure has comprised a declining proportion of total personal expenditure 
over time. 


Family budget studies of the relationship between shelter expenditure 
and various family attributes have been carried out for many years and 
many countries. While there are differences among these studies, the 
estimates of the income elasticity of demand for shelter, in the majority of 
cases, is less than unity; i.e. 10% increase in income is accompanied by a 
less than 10% increase in outlays on shelter. In 21 family budget surveys 
(which had information on shelter) reviewed in Allen and Bowley, only 6 
had an estimate of the income elasticity of demand for housing which was 
unity or larger. Of these 6, one referred to German officials and 4 others 
referred to Scandinavian countries.° 


(c) Forecast of Expenditure on Shelter 


The historical and comparative evidence supports the expectation that 
space rent will account for a somewhat smaller proportion of total personal 
expenditure in the future than it does at the present time. The only question 
is the prospective rate of decline in the proportion. It is our judgment that 
the decline will be at about the same rate as has taken place between 
1926-29 and 1952-55, when the proportion fell by about one-sixth of the 
earlier levels. This implies a decrease in the proportion devoted to shelter 
from about 10.1% between 1952-55 to 8.5% in 1980, measured in constant 
(1949) dollars, and from about 12% to 10% of total personal expenditure, 
measured in constant (1955) dollars. This means that gross space rent in 
1980 is expected to be 230% to 235% of 1955 levels, compared with total 
personal expenditure of 285% of 1955 estimates. The projections are set 
out in Table 36. All of these projections are based on an average of the 
high and the low G.N.E., assuming an annual net immigration of 75,000. 


(d) Some Implications of the Prospective Personal Expenditure on Shelter 


Assuming that our views about the prospective personal expenditure 
on shelter (space rents) are correct, what are the implications for the stock 
of housing, investment in housing and improvements in the quality of 
housing ? Broadly speaking, the expectation is that investment in housing 
will account for smaller proportions of G.N.P. in the future; in other words, 
the construction of residential housing is expected to increase less rapidly 
than G.N.P. However, the investment in housing will be much more than 
is required to maintain present housing standards; for a growing population 


26 Allen and Bowley, op. cit. 
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the projection of space rents implies an improvement in the average quality 
of housing. 


In the long run, there is some maximum value to the stock of housing 
which can be supported on the basis of any specific level of consumer 
expenditure on shelter. The Canadian data suggest that there have been 
comparatively modest changes in the value of the stock of housing relative 
to the space rents. If this holds in the future, then a growth in the personal 
expenditure on shelter which is less rapid that the total G.N.P. implies that 
the value of the stock of housing will increase less rapidly than G.N.P. It 
follows that the average level of investment in housing as a proportion of 
G.N.P. will also decrease. 


This view of the future is quite different from Canadian experience 
during the last 12 years, when a comparatively large proportion of Canadian 
output has been devoted to construction of residential real estate. These 
matters and a detailed projection of investment in housing have been dealt 
with in the study of housing and social capital prepared for the Commis- 
sion**. Here we might simply point out the unusual factors influencing 
the Canadian investment in housing since the end of World War HU, 
factors which make the historic experience different from our view of the 
future prospects. Postwar investment in housing has been exceptionally 
high, because of the backlog of demand for housing carried over from the 
depression and the war period; the exceptionally high rate of shift from ru- 
ral to urban areas; the rapid increase in the rate of population and the com- 
paratively cheap financing available for housing. 


The question arises as to whether the estimates of space rent which 
we have set out are consistent with providing enough houses to take care of 
the growth in the number of families and non-family households. The 
answer is clearly yes. If enough housing was provided to supply the ex- 
pected family formation and the increase in the non-family households, and 
to substantially reduce the doubling-up of families in housing which now 
exists, and this housing was of the same average quality as the additions to 
the housing stock during the last five years, the increase in the value of the 
stock of housing would be insufficient to account for the space rents which 
we have projected. Only if the average quality of the additions to the stock 
of housing is improved substantially beyond recent levels will the value of 
the housing stock increase sufficiently to account for the projected space 
rents. The projections of the investment in housing, in the Commission’s 
study of housing and social capital, have made some allowance for improve- 
ment in the quality of housing. In other words, even though smaller propor- 
tions of our consumer budgets will probably be devoted to shelter in the 
future than at present, the prospect is for some improvement in the average 
quality of housing in Canada. 


*7 Yves Dube, J. E. Howes and D. L. McQueen, Housing and Social Capital, a study 
prepared for the Commission, Ottawa, 1957. 
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VII. Durable Household Goods Including Appliances and Furniture 
(a) Conclusions 


When comparisons are made between Western Europe and North 
America, one of the most common observations is the much greater use of 
durable household goods, particularly electrical equipment, in the United 
States and Canada. Expenditures on durable household goods are taken as 
an indicator of North American standards and patterns of living. However, 
the importance of such durable household goods (furniture, household ap- 
pliances, radio and television equipment) in North America should not be 
overemphasized; in aggregate these goods account for between 4% and 5% 
of total expenditures, a much smaller proportion than is devoted to food or 
to shelter or to clothing and personal furnishings. 


While the proportion of expenditure on durable household goods is not 
large, this class of expenditure has increased quite rapidly during the past 
three decades. Per capita expenditures on all goods and services, measured 
in constant dollars, have increased at an average rate of 1.5% per annum, 
while per capita expenditures on durable household goods have increased at 
about 2.25% per annum. The typical pattern of development during the 
past three decades has been repeated waves of general adoption of new 
durable goods. After a new durable good has been developed and put into 
miass production with relatively low cost per unit, there has followed a very 
rapid increase in expenditure on that good. When the expenditure on this 
particular appliance has tapered off, some new good has entered the phase 
of rapid adoption. Chronologically, the main waves of adoption have been 
radios in the late 1920’s and early 1930’s, mechanical refrigeration in the 
late 1930’s and 1940’s, electrical cooking equipment, improved radio equip- 
ment after the World War II, and more recently, television sets. Already 
a number of such commodities as automatic washing machines, clothes 
dryers, air conditioners and home freezing equipment are in the early stages 
of adoption. It is our expectation that the proportion of total expenditure 
devoted to household durables will continue to increase and that the histori- 
cal experience of development of new durable commodities will continue. 


(b) Trends in Expenditure 


In Canada, the expenditure on new household appliances accounted 
for about 2.75% of total consumer expenditure between 1952 and 195; 
expenditure on furniture accounted for another 1.63%. For household ap- 
pliances the current proportions of expenditure are record levels. For 
example, between 1926 and 1929 household appliances accounted for 2.0% 
of expenditure. Data on the levels of expenditure on appliances, furniture 
and shelter are found in Table 3928, 


28 There are a number of durable household goods not included in the coverage in the 
national accounts, including power and hand tools, gardening equipment, and 
sporting equipment. Data on sales of such equipment are not readily available. 
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It is not readily possible to indicate the distribution of expenditure on 
household appliances at retail levels. However, an indication of the content 
of this expenditure is given by estimates of the apparent domestic consump- 
tion of various items valued at producers’ prices. These data are found in 
Table 40. The data show that more than 40% of the current expenditure 
on durables is devoted to radios and television sets, while refrigerators ac- 
count for approximately 14%, washing machines for approximately 12% 
and stoves for approximately 20%. The table shows that the proportion of 
expenditure on durables which was devoted to radio sets increased very 
sharply in the late 1920’s and then declined somewhat. Since 1950 the 
introduction of television sets has resulted in a very substantial increase in 
the proportion devoted to radio and television equipment. Washing ma- 
chines accounted for approximately 20% of the expenditure in the late 
1920’s and became proportionately less important until recently when auto- 
matic equipment was introduced. During the 1930’s mechanical refrigera- 
tion came to be much more important as an outlet for expenditure on con- 
sumer durables, and expenditures on refrigerators continued to increase 
relatively until 1951. In the late 1920’s non-electric stoves were very much 
more important than electric stoves as an outlet for expenditure. Since that 
time there has been a gradual and persistant shift to cooking with electricity. 


Table 41 presents data on the Canadian population, number of house- 
holds, constant dollar expenditure on household durables and the apparent 
volume of sales of major household appliances. This table shows that 
expenditures on household appliances amount to a little more than $100 per 
annum per household (measured in 1949 prices) at the present time. This 
represents a level which is more than 65% higher than was experienced in 
the late 1920’s while income per household had increased by no more than 
45%. Current (1955) levels of annual sales of durables would run at about 
375,000 refrigerators, slightly fewer than 300,000 washing machines, 
650,000 radios, 770,000 TV sets and slightly fewer than 300,000 stoves. 
The enormous increase in annual sales is indicated by comparisons with the 
late 1920’s. The current level of sales of mechanical refrigerators would be 
almost 1900% of 1929 levels while current sales of washing machines would 
be 250% and of radios 250% of 1929 levels. Sales of stoves would be at 
about the same level as in 1929, but current sales are predominantly of 
electrical equipment. 


When explaining the growth and fluctuations in expenditures on 
household consumer durables it is useful to consider a typical pattern of 
development and sale of a single class of goods. Assume that a new good 
is introduced and finds wide and rapid public acceptance. At first the rate 
of increase in sales will be very much higher than the rate of increase in the 
number of households. As the proportion of households with the equipment 
approaches 100%, the net additions to the stock of this good will decrease; 
if current sales were based only on net additions to stock, the rate of in- 
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crease in annual sales would eventually approach the rate of increase in the 
number of households; if one household used, at most, one unit of the good, 
the levels of sales would approach the level of the annual absolute increase 
in the number of households. This is what the trade describes as saturation. 


All durable household articles have a limited life. Thus, beginning 
some time after the introduction of the good, a pattern of replacement will 
develop, the replacement demand being added to the net additions to stock. 
Depending on the life of the asset (which depends partly on the technical 
qualities of the equipment and partly on the introduction of new models) 
there will be fluctuations in the replacement demand just as there were in 
the initial buildup of stocks. Assuming one unit of equipment per house- 
hold, eventually the rate of increase of sales, including replacement items, 
would approach the rate of increase of households, with annual sales some- 
what higher than the absolute number of additional households. The oscil- 
lations which are involved in approaching this trend will depend on the 
speed at which the new good were taken into use and the life-table of the 
type of asset being considered. The shorter the period of buildup, the more 
violent will be the oscillations which follow. The longer the life of a unit 
of the equipment, the more protracted is the time it will take for the oscilla- 
tions to dampen down. 


When the data on sales of various durables in Canada are examined, 
it is found that the fluctuations of production have not been great. Further, 
in the aggregate the fluctuations in the proportion of personal expenditure 
on durable household equipment have been quite small. For an individual 
class of goods, the introduction of new models tends to increase the speed 
of replacement. For example, despite the fact that a large proportion of 
Canadian homes had refrigerators by 1951, the new features introduced 
since that date may be expected to lead to continued high levels of sales. 
For some classes of goods, many households desire more than one unit of a 
particular kind of equipment. This has already developed for radios and is 
expected to develop for TV sets. The electrification of summer cottages has 
already had some impact on the demand for refrigerators and stoves. In the 
aggregate, the Canadian experience suggests that at the same time as some 
classes of goods have been approaching saturation new goods have been in 
the early phases of widespread adoption. Thus the fluctuations in the pro- 
portion of personal expenditure devoted to durables has been much smaller 
than in the proportion devoted to any particular class of goods. The best 
example is the current experience in which rapid increases in expenditure 
on TV sets has offset the relative decline in expenditures on refrigerators 
and stoves. 


(c) Explanation of Trends in the Demand for Household Durable 
Equipment 


While it is not possible to provide an explanation of trends in any 
ultimate sense, we can indicate a number of factors which have been of im- 
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portance in the historic development of the Canadian market for durable 
household goods. 


1. During the past three decades there has been a considerable exten- 
sion of cheap home electricity to Canadian households. Most of 
the household durables are based on the availability of cheap 
home supply of power. The spread of electricity has facilitated a 


great broadening of the market for household appliances in 
Canada. 


2. Another factor which has stimulated the growth in use of house- 
hold appliances has been their comparative cheapness, together 
with the increased expensiveness of domestic service and many 
commercial services. In a sense there has been a substitution of 
capital for labour in housework. During the past three decades, 
labour generally and domestic service particularly has become 
very much more expensive in North America. On the other hand, 
mass production of appliances has tended to make them com- 
paratively cheap in North America. 


3. Judging by the birth statistics of the last 15 years, an increase in 
average family size of the smaller families is taking place. This 
implies an increased volume of work to be done in the home. This 
factor provides additional support to the more widespread use of 
household durable appliances. 


4. During the past three decades there has been a considerable 
development in commercial credit facilities for the financing of 
purchases of household appliances and other forms of durable 
goods. In the absence of such facilities a purchaser would have 
had to accumulate a capital fund in advance of acquisition of the 
good. The commercial credit facilities permit him to make his 
purchases somewhat more quickly and probably induce him to 
carry on a somewhat higher rate of saving. 


5. The factor which probably dominates the growth in the use of 
household durable goods has been the growth in real incomes in 
North America. We have shown that the proportion of total per- 
sonal expenditure devoted to these purchases has increased slightly 
but there is no indication of a revolutionary reallocation of the 
average family budget in the direction of household appliances. 
While we expect the purchases of household appliances to become 
relatively more important in the future, the prospects for such 
expenditure depend primarily on the future prospects of real in- 
come for the community. 


(d) The Prospects for Expenditure 


In forecasting the demand for durable household equipment one of the 
first questions which has to be settled is whether Canadian experience 
during the last five to ten years has been abnormal. In the forecasts made 
by the staff of the Paley Commission®, it was argued that the expenditures 


29 U.S. The President’s Materials Policy Commission, Resources for Freedom, June, 
1952, Vol. II. 
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on consumer durables were abnormally high during the period 1948 to 
1950. This judgment led the Paley Commission to expect a relative decline 
on expenditures of consumer durables for some time and to expect an out- 
put and consumption of consumer durables in 1975 which was only slightly 
higher than that in 1950. 


In our judgment the proportion of expenditure devoted to durable 
household equipment and furniture is not exceptionally high during recent 
years, though 1955 appears to be a little higher than might be normally 
expected. First, the proportion of expenditure devoted to durables through- 
out the postwar period is only about 25% above that which was experienced 
in the immediate prewar years and in the late 1920’s. Second, while there 
has been a rapid increase in the proportion of households with certain types 
of equipment (See Table 42), there appeared to remain very substantial 
backlogs of desire for additional equipment. For example, approximately 
76% of the households have mechanical refrigeration facilities now com- 
pared with about 21% in 1941. Ninety-six per cent of the households have 
at least one radio. However, less than 40% of the households had one tele- 
vision set*°, only slightly more than 50% had a vacuum cleaner and very 
small proportions have automatic laundry facilities, deep-freeze equipment 
or air conditioners. The comparatively young age of the stocks of refrigera- 
tion equipment and electric ranges probably means that no very great re- 
placement of recently acquired equipment will take place for some years. 
While there are considerable gaps to be filled to even get one piece of each 
type of equipment per house, there are, in addition, the possibilities of hav- 
ing several pieces of the same type of equipment. For example, the televi- 
sion sales may be expected to follow the radio pattern. For radios, the 
ownership of two, three and four sets per household is quite common today. 
Refrigerators and stoves will be added to summer cottage facilities. 


Third, for some types of equipment the Canadian household stocks are 
relatively out of date. For example, probably not more than 5% of the 
home laundry equipment consists of automatic machines. In 1955, only 
20% of Canadian sales of washing machines were of the automatic variety 
compared with 80% automatic in the United States. The story is somewhat 
similar with respect to cooking equipment and refrigerators. Finally, the 
idea of saturation of our desires for additional consumer durables does not 
sit very well alongside a rough estimation of the expenditure which we could 
make now to provide a well-equipped house. Even with his current holdings 
of equipment, the average householder would have no difficulty in spending 
$2,500 on additional or replacement household appliances during the next 
ten years. If economic conditions continue to be favourable we may reason- 
ably expect continued high levels of expenditure on consumer durables. 
This assumes that the manufacturers will be sufficiently ingenious in making 
our existing stocks of equipment out of date, so that considerable replace- 


30 As of September, 1955. 
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ment demands will develop. It also assumes that types of appliances which 
are not now commonly in use will come into broad use during the next 
three decades. 


A forecast of expenditures on consumer durable household equipment 
was set out in Table 43. This forecast is based on the assumption that the 
proportion of personal expenditure which is devoted to durables will increase 
from the 1952-55 levels of approximately 2.74% (1955=2.98%) to the 
level of 3.80% by 1980. In turn, this assumption is based on an expecta- 
tion that the rate of increase in the future will be approximately the same 
as it was between the late 1920’s and the present time. On this basis it is 
expected that the average annual expenditure per household (in 1949 dollars) 
on household appliances and radio and TV equipment will increase from 
approximately $115 in 1955 to about $220 by 1980. In the aggregate this 
means that the total market for household appliances and radio equipment 
will be more than 425% of average 1952-55 levels by 1980. It is expected 
that the rate of growth in the number of households will be abnormally 
low in the decade between 1955 and 1965 and thus the rate of growth in 
the demand for durables. Inasmuch as the rate of growth of households of 
the labour force and of disposable income are closely related, we do not 
need to make further adjustment to our five-year forecasts. In other words, 
the forecast of G.N.P. and disposable income makes allowance for different 
growth rates in the number of households. 


Table 43 also includes a preliminary forecast of expenditure on furni- 
ture. This is based on an assumption that a constant percentage of total ex- 
penditure will be made on such items; the rate being 1.65% of total per- 
sonal expenditure. Historically, there has been no significant increase in the 
proportion of consumer expenditure devoted to furniture in Canada. Furni- 
ture does not seem to have caught the imagination of Canadians to the 
same extent as have durable appliances. This may be partly because of 
the unimaginative design of most Canadian furniture. 


VIII. Household Operations, Other Than Furniture and Household 
Appliances 


(a) Trends 


In recent years, household operation costs, (including the purchase of 
furniture and household appliances) have comprised about one-eighth of 
consumer spending; this is a slightly smaller proportion than the average 
between 1926 and 1929 (13.6%). Canadians typically spend a little smaller 
proportion of their budgets on household operation than do Americans, who 
devote about 14% of their budgets to this category at the present time. The 
historical American experience is similar to that in Canada, in the sense 
that the expenses of household operation account for smaller proportions 
of consumer budgets in the United States now than they did three decades 
ago. 
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Outlays on household operation involve a wide variety of goods and 
services, including fuel, electricity, gas and telephone, household cleaning 
supplies, insurance, furniture and appliance repair, domestic service and the 
purchase of furnishings, furniture and appliances. Because of widespread 
public interest in furniture and household appliances, these groups have 
been dealt with in a separate section of this chapter; the remainder of the 
items are considered here. The absolute size and relative importance of the 
main groups of items are shown in Table 44. Fuel, electricity, gas and 
telephone service might usefully be called built-in services, in the sense that 
the facilities through which these items are used are a part of the housing 
structure. Fuel accounts for about one-third of the household operation 
group being considered here, and a little more than 3% of total personal 
expenditure. Electricity, gas and telephone service account for about another 
25% of the group and about 2.2% of total personal expenditure at the 
present time. There has been very little change in the proportion of the 
consumer budget devoted to fuel during the last three decades, but the 
proportion devoted to electricity, gas and telephone service has increased 
by 80%. Household supplies, repairs to furniture and appliances, the net 
cost of insurance and moving expenses might usefully be treated as a 
package of maintenance expense of movable property. This package ac- 
counts for about the same proportion of our household operation group 
between 1952 and 1955, and between 1926 and 1929, but a smaller pro- 
portion of the total consumer budget. 


The outstanding example of an item of household operation which has 
decreased in importance during the last three decades is domestic service; 
this item accounts for less than 0.4% of the Canadian consumer budget at 
the present time, compared with 2.4% between 1926 and 1929. A similar 
decline has taken place in the United States, but the American use of 
domestic service is larger than in Canada at the present time. This is 
probably to be explained by the difference in the proportion of the non-white 
populations in the two countries. 

The other main items included in this section are household furnishings. 
This group comprises goods such as crockery, cutlery, glassware, curtains 
and floor coverings, and towels and bedding. The group accounts for about 
1.33% of the average Canadian consumer budget at the present time, a 
proportion which is almost the same as is recorded for 1926 to 1929. 


(b) Comments on the Trends in Household Operation Expenses 
Fuel, gas and electricity, telephone 


Fuel accounts for about as large a proportion of total personal expen- 
diture now as it did three decades ago. This is somewhat surprising as the 
per capita volume of household fuel consumption would not be expected to 
increase substantially. Indeed, data developed in the study of Canadian 
energy prospects indicate that per capita consumption of fuel, measured in 
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B.t.u.’s, was slightly smaller in 1953 than in 1929, The paradox is easily 
resolved as there has been a significant increase in the price of fuels relative 
to the general level of consumer goods and services, and there have been 
substantial shifts from use of the less expensive to more expensive forms of 
household fuel. (See Table 46.) 


Three decades ago, almost 80% of Canadian fuel consumption con- 
sisted of coal and wood. (See Table 46.) These items were used for space 
heating, for a large part of the cooking (particularly in rural areas) and 
water heating. Census data indicate that electric and gas ranges accounted 
for only 40% of the household cooking equipment in 1941. The long-run 
trend has been for a very rapid decline in the per capita consumption of 
fuelwood (partly because of the shift of the population from rural to urban 
areas) and almost as rapid a decline in the per capita consumption of coal 
for household fuel. Petroleum has become the most important source of 
fuel for space heating. Electricity has become a much more important source 
of energy for cooking and for water heating. These changes in the source of 
household energy have taken place even though they have usually increased 
the cost of heating and cooking. The important qualitative factor has been 
convenience, for which Canadians are apparently more and more prepared 
to pay the comparatively modest premiums required. 


Natural gas is now becoming an important source of energy for resi- 
dential as well as for other purposes. Unlike coal and oil, its use is not so 
much restricted to space heating. Those areas of Canada which are easily 
accessible to the sources of gas supply, especially the city of Edmonton, have 
already swung sharply to the use of gas, which provides virtually all energy 
requirements at a fraction of the cost of energy in eastern Canadian cities. 
The United States trend is also helpful in this instance. In that country, 
almost every second home uses natural gas, and it now comprises one- 
quarter of all the household use of energy. It is particularly important in 
heating and cooking, though its use is extended to the operation of most 
appliances. Its low price has put it on a competitive basis with oil, as it is 
an equally convenient space heating fuel and it has been cheaper than elec- 
tricity in water heating and cooking. 


In Canada at the present time, electricity is used widely for light, for 
cooking and water heating, and for the running of such motor equipment 
as refrigerators, washing machines and vacuum cleaners. Electricity is not 
generally employed in space heating, because it is very expensive in such 
uses. In cooking and water heating, electricity is quite expensive, but it has 
@ convenience rivalled only by gas. Electricity is a comparatively cheap way 
to drive motors. During the last 30 years, there has been a phenomenal 
growth in the household use of electrical energy in Canada, partly because 
cheap gas has not been available, partly because of the relative cheapness 
of electricity in Canada compared with other countries, partly because of 
its great convenience and partly because of special efforts to make electricity 
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available to almost all homes. Between 1941 and 1955, the proportion of 
homes equipped with electricity has increased from 69.2% to 93.3%, the 
proportion of the households with electric or gas ranges has increased from 
40% to 63%, and the proportion of households with mechanical refrigera- 
tion has increased from 21% to 76% (see Table 49). In view of the very 
rapid rise in the household use of electricity it may be surprising that the 
percentage of consumer expenditures (measured in current dollars) used in 
the purchase of electric power has not increased very greatly; the increase 
was from 0.74% of personal expenditure between 1926-29 to 0.99% 
between 1952 and 1955. The explanation is easy to discover in the declining 
cost of electric power compared with the general level of prices of consumer 
goods and services. The index of prices of all consumer goods almost 
doubled between 1939 and 1952, whereas electricity rates were below their 
1939 levels. (See Tables 47 and 48.) Measured in constant (1949) prices, 
the proportion of total consumer expenditures devoted to the purchase of 
electricity increased from 0.38% between 1926-29 to 1.00% between 
1952555. 


Telephone service is the only other important built-in service. The 
premium placed on speed in business communications has made telephone 
service a modern necessity. Perhaps so far as consumers are concerned, the 
telephone offers a means for achieving a delicate compromise between man’s 
desires for privacy and sociability. In any case, the only limit to expansion 
of effective demand for service seems to have been its availability. The 
number of Canadian homes having telephones has increased from one 
million in 1941 to 2.7 million in 1955. This means a rise in percentage 
from 40% to 70%. While the rise in rates has not been as great as that 
for fuels or that for consumer goods generally*', increases in the prices of 
telephone service together with increased availability of service have brought 
about a substantial rise in the share of consumer outlays devoted to this 
service. 


Household supplies, maintenance and insurance of movables, and 
moving expense 


These items include many of the minor elements of household oper- 
ation like soap, wax, brooms, mops, furniture and appliance repair, items 
which individually account for very small proportions of the consumer 
budget. For most of these items, the general impression is that the per capita 
consumption has not increased, nor will it increase, substantially. There 
are two exceptions. Net outlays on theft insurance and personal property 
insurance have grown rapidly, probably because of the realization by con- 
sumers that they now have large investments in movable household capital, 


31 Between 1939 and 1952, telephone service rose about one-third in price, while fuels 
and light together were up 50%, and as indicated, consumer goods as a whole 
doubled in price. 
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investments worth worrying about. While the proportion of expenditures 
on repair of household appliances has not increased substantially during 
the past three decades, Canadians are in the early stages of increased use 
of such complicated household equipment as television sets and automatic 
laundry equipment. The full effect of these recent developments has not 
yet fallen on the repair outlays. 


Domestic service 


The decline in outlays for household help has been marked. In 1939, 
close to one-sixth of household operation costs consisted in payments for 
domestic service. In recent years only 3% of household operation expenses 
were in this section, and only 0.38% of total personal expenditure. The 
decline may be explained by two important trends in the North American 
economy — the coming of almost automatic household equipment and the 
rise in the wages of labour. Both of these are related in turn to the high and 
rising standard of living which has been made possible by the kind and 
quantity of resources available on this continent and the labour-saving 
techniques developed here to use them. For the years before 1949, Canadian 
figures are not available to indicate the change in price of domestic service 
which has occurred. United States domestic service wage rates have risen to 
about three and one-half times their 1935 levels, much more than the cost 
of other services and goods. There are several reasons why this rise may 
be somewhat overstated, especially for Canada. 


1. 1935 was a depression year and with low levels of employ- 
ment, rates on domestic service were likely to be unusually low. 


tO 


It is very difficult to measure domestic service outlays, because 
of payments in kind. There has been some change toward 
per diem service with the result that less payment in kind is 
now involved and to the extent that this factor was inadequately 
measured in 1935, domestic service rates were more biased 
downward in that year. 


3. Canadian demand for domestic service may be even more 
price elastic than American because of the lower standard of 
living. In any case, Canadian like American expenditure on 
domestic service has declined sharply partly as a result of the 
relative expensiveness of domestic service. 


The advent of push-button kitchens and thermostatically controlled 
furnaces has also played a part in reducing the use of domestic service, 
though the increase in expenditure in these directions has not matched the 
decline in the percentage on household service. This may be explained in 
part by the removal of some services, e.g. food preparation, from home to 
factory. 
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Finally a statistical note. Ferber** notes that Canadian figures show 
a lower percentage devoted to domestic service outlays than for any other 
country (0.4% of consumer expenditure compared with 1.3% for the U.S. 
in 1953). This might be explained by the fact that we fall between the 
income effect which keeps American domestic service up and substitution 
and historical influences which make it important in Europe, but it might 
also be explained in part by methods used in measuring this service and, in 
the United States, by the higher percentage of the non-white population®*. 
Also we should note that in both the United States and in Canada there is 
a considerable outlay for part-time household help which does not get into 
the official statistics. 


(c) Prospects for Expenditure on Household Operation, Other Than 
Furniture and Household Appliances 


Let us turn to the prospects for expenditure on household operation, 
other than the purchase of furniture and household appliances. In this area, 
our basis for judgment is even more limited than for many other segments 
of consumer expenditure. We expect that the household operation group 
being discussed in this section, will account for about the same proportion 
of total personal expenditure in the future, as during recent years, /.e., about 
8.3% of total expenditure in constant (1949) dollars. The implied expen- 
ditures are set out in Table 51, and the basis of the judgment is set out 
below. 


Fuel 


The per capita consumption of fuel, measured in B.t.u.’s, is not expected 
to increase significantly. Thus, if expenditure on fuel increased at the rate 
of growth in energy consumption measured in B.t.u.’s, this category of 
expenditure would decline considerably as a proportion of the total personal 
expenditure. While there is still an opportunity for shifts from less con- 
venient to more convenient (and usually from cheaper to more expensive) 
forms of fuel consumption in Canada, these shifts have already gone quite 
far. In the future, the most important prospective shift is from one con- 
venient but relatively expensive fuel (oil), to another convenient and slightly 
less expensive fuel (natural gas). Further, while some additional relative 
shifts of the population from rural to urban areas are expected, and thus 
a shift from cheap wood (in the sense of cash outlays) to more expensive 
forms of fuel, Canada has already experienced the bulk of such shifts. 
Therefore, while the expenditure on household fuel measured in 1949 prices 


32R. Ferber, “Expenditures for Services in the United States” Conference on Con- 
sumption and Economic Development, New York, The National Bureau of Economic 
Research, 1955. 

33 A projection of the trend between 1931 and 1941 census results is employed by 
D.B.S. As domestic services dropped during the war, a downward bias exists. This 
bias will be corrected when 1951 census returns are used as a basis for adjustment, 
preliminary study of the 1951 census figures confirms these impressions. 
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would be expected to increase more rapidly than the Canadian population 
in the future, the expenditure is unlikely to increase as rapidly as Gross 
National Expenditure or aggregate personal expenditure on consumer goods 
and services. 


Electricity and gas 


For some time, the combined Canadian expenditure on electricity and 
gas (mainly for cooking and water heating) has been increasing rapidly 
when measured in constant prices, though not when measured in current 
prices. The explanation of this difference has been the long-run relative 
decline in the price of electricity. Future expenditures on gas (other than 
for space heating) and on electricity are subject to a mixture of influences. 
Our judgment is that such expenditures will continue to increase, though 
at a less rapid rate than in the past. Canada has already reached a high 
level of household electrification, a factor which would make the future 
growth in the demand for electricity less rapid than in the past. The use of 
energy per serviced household, other than for space heating, may reasonably 
be expected to increase no less rapidly than in the past. Electricity will 
undoubtedly be somewhat more expensive in the future than it has been in 
the past, a factor tending to lead to a more rapid increase in expenditure. 
On the other hand, natural gas will certainly produce a partially counter- 
balancing effect; it is cheaper to produce and as population grows, its 
distribution costs will decline. In heating processes, natural gas is a good 
deal cheaper source of energy than is electricity. 


Telephone 


The proportion of total expenditure on personal goods and services 
devoted to telephone service will probably be about the same in the future 
as at the present time. While a large proportion of Canadian households 
already have telephones (almost 70% in 1955) further increases in the 
proportion are likely to take place in the future. Also, in the past, the 
average expenditure per household telephone (measured in constant dollars) 
has increased substantially (an estimated 27% between 1941 and 1955 
compared with an increase of 42% in per capita disposable income). Further 
increases in the expenditure per installed household telephone will take place 
in the future, particularly for long distance calls. These two factors together 
suggest that per capita personal expenditure on telephone service will 
probably increase proportionately with total per capita personal expenditure. 


Household supplies, maintenance and insurance of furniture and 
appliances 


This group of items is also expected to account for roughly the same 
proportion of total personal expenditure in the future as at present, about 
1.3% of total personal expenditure, though the composition of the group. is 
expected to change. Expenditures on soap and cleaning supplies, and the 
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minor apparatus of housework are expected to increase less rapidly than 
total personal expenditure. This has been the record in the past. However, 
largely because of the more complicated nature of many of the household 
durable goods, as well as because the average household holdings of such 
equipment are expected to increase rapidly, the proportion of total personal 
expenditure devoted to the repair and insurance of such items is expected 
to increase substantially. In addition, people are acquiring increased 
holdings of such portable equipment of a durable nature as sporting equip- 
ment, boats, outboard motors, power lawn mowers and so on, which require 
maintenance and are worth insuring against theft, loss and fire. 


Domestic service 


Judged by the national accounts data, Canadians now spend a very 
small fraction of their incomes on domestic service, very much smaller 
proportions than three decades ago. (A substantial unrecorded expendi- 
ture for part-time help undoubtedly takes place.) It is impossible for this 
group to decline as rapidly in the future as in the past, on grounds of the 
arithmetic alone; the expenditure could not fall below zero. Quite apart 
from this, Canadians must now be rather close to the lowest possible level 
of this type of expenditure. A certain minimum demand for household 
help during illness, by the well-to-do and as part of personal, business and 
government entertainment will always exist. It would not be surprising to 
find somewhat larger proportions of total personal expenditure devoted to 
this service in the future. 


Home furnishings 


Home furnishings, like furniture, have not caught the fancy of Cana- 
dians to the same degree as durable household appliances, radio and tele- 
vision equipment. In the past, the proportion of total personal expenditure 
devoted to home furnishings has been roughly constant and the group has 
been so projected into the future. 
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Table 45 


HOME EXPENSES AS A PERCENTAGE OF ALL CONSUMER 
EXPENSES, CANADA AND UNITED STATES 


All housing 
and household 
Rent Other® operation 
Canadaa 19302 asic ite) 7/ 12.6 28.3 
OS Shree ties 12.6 1De5 Level 
Wess AMES) 0 eee eee 15.4 [See 30.6 
LOS 3% sre ateccttes 11.8 14.1 25.9 
* Household operation. 
NOTE: The coverage and estimates differ slightly from the revised Canadian data used in this 
study. 


SOURCE: Kravis, I. B., International and Intertemporal Comparisons of the Structure of Con- 
sumption, National Bureau of Economic Research Inc., New York. 


Table 46 
RETAIL PRICES OF ALTERNATIVE ENERGY SOURCES 
IN CANADA AND UNITED STATES 
(not including distribution costs) 
(in cents per million Btu. also U.S. consumption 
and Canadian and U.S. price indexes) 
Coal Petroleum Natural Electricity 
Bituminous Anthracite Gas 
RS LOSSES ORR Ts eve eae + see © theo 15.4 18.4 4.8 —- 
SS LO SD icregey acter sicrens site ot sor sts 18.7 39.4 43.8 6.9 -— 
Wi Sythiieloe TOYA SS. Gen aeeanonas 209 .0 219.0 195.0 105.0 92.0 
(1935-39 = 100) 
Canadian index 1952 .6.0e 3212. 191.4 1o2e 114.2 98.5 
(1939 = 100) 
Ces sconsumptionelo2 eer 312.6 127.6 37.4 37.8 58.0 
(in 10” B.t.u.) 
193 OTIS Sv ie 262.9 96.1 102.0 333) 33 88.4 
194T Siccroete.; 365.3 83.9 186.4 114.2 164.5 


a Index is not based upon figures here shown, but does include distribution costs. As it comes 
from another source, it cannot be reconciled directly. 

SOURCE: Gas Facts (obtained from S. W. Clarkson, Dept. of Trade and Commerce); D.B.S. 
Labour and Prices Section. 
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DOMESTIC ELECTRICITY CONSUMPTION IN CANADA 


Consumption Consumption 


Year 000 k.w.h. per customer 
HII Eo ee ee ee 1,490 Hens 
HOS Grae Nd cipal sponta ects 2,311 1,423 
lee eee oe te, od er 4,383 1,951 
TOFS A TIE sc roe 4,984 2,078 
OD Dipti sre fen 8,741 2,809 
LOS Seren eeaee ee Fa Sys 9,878 3,008 


SOURCE: Canada Year Book, various issues. 


Average annual 
charge per 


customer 
.90 
26% 


$25 


Table 48 


Average charge 
per k.w.h, 


De 
i 
it 


Table 49 


PERCENTAGE OF CANADIAN OCCUPIED DWELLINGS 
CONTAINING SPECIFIED ELECTRICAL EQUIPMENT, SELECTED YEARS 


No. of homes electrified... . 


Mechanical refrigerator.......... 


Power washing machines... 
Electric vacuum cleaner.... 
RAGEO aes sisted 0y0%e' 


BREICNISIOR elise tokalc eyes 


1941 
Prsctiey « 69.2 
47.6 


Oe eO n.a, 


erates 24.3 


ToS) 


eles ee none 


1951 


| 
Ww 
Ne w 


o3m 


N.a. 


oo 


1953 


SOURCE: D.B.S. Household Vacilities and Equipment, September, 1953 and Census of Canada, 


1941 and 1951. 


Table 50 


PRICE INDEXES OF VARIOUS ITEMS OF HOUSEHOLD EQUIPMENT 
AND SUPPLIES, 1939 AND 1952 


(1949 =100) 


PPL OMMMCAULILLS DITO Sta seti itt sv cus\ cases pact « teehee cain Sacer 


IETF GAVE UE Roa OPP ahs 6 OMEN RRR CPN Pere er cc cet eae 


PRD ITAINCES eer ctetaee an cies an tehe sey afos: Pevavobepe seep timer eer 


LOO COV CKIN Otek a ttecaine Saath, tole teens eioehe cea eee 
Mextilesn(MOUSCMOIG aye... m sretens, she shsils ck chen commence ais 


RUITTSING HIS eter eye teens «Sie lavd.n ocho ar ahetelerorem ie te teaciok amie: 


EVO MELSUP PICS Aas atoate «feiss Hi Siac sxscucl tet adel ee tarhatee 


SOURCE: D.B.S. Prices and Price Indexes. 
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Table 51 


PROSPECTS FOR* EXPENDITURE ON HOUSEHOLD OPERATION, 
OTHER THAN THE PURCHASE OF FURNITURE AND APPLIANCES 


(1) (2) (3) (4) (5) 
% of total personal 
expenditure in Expenditure in 1949 $ 
_Sonstant (eh 1980 as % 
1952-55 1980 1952-55 1980 of 1952-55 
Fuel.. So OER: EOL 3.00 428.2 1,248 291 
Electricity and gas. BS RG Mace a aac 1.29 1.50 172.0 624 363 
Teélephone?. <5... ae. seen ees Or97. 0.97 P30 404 311 
Household supplies, maintenance, 
moving and insurance of 
furniture and appliances......... Le 30 1.30 7S) a 540 Bie 
IDOMEeEStICISEEVICES an ae eerene 0.38 0.38 50.6 158 312 
Home fummishingsany sacs ee a3i7/ 1237, 182.9 $70 311 
Total household operation, 
excluding purchase of 
furniture and appliances..... Seoul 8.52 11,369 3,544 S12 
Total personal expenditures.... — —— 133,660 41,600 311 


SOURCE: Columns (1) and (3): See Table 44. 
Column (2): See text. 


IX. Personal Expenditure on Transportation 
(a) Introduction 

Personal expenditure on transportation includes the purchase and 
operation of private automobiles and expenditures on a wide variety of 
transportation services ranging from the use of streetcars to aircraft. The 
class of expenditures as a whole has accounted for a large and increasing 
fraction of the personal budgets of Canadians, as shown in Table 52. The 
table also illustrates tremendous growth in the expenditure on automobiles, 
compared with purchased transportation services. All forms of personal 
transportation expenditure are dealt with in this section of the study. Part 
(b) deals with the purchase of automobiles; Part (c) with the expenses of 
operating automobiles, and Part (d) deals with the various forms of purchased 
transportation services. ‘ 

Table 52 
CANADA: PERSONAL EXPENDITURE ON TRANSPORTATION, 
SELECTED YEARS 


Average expenditure in millions of 


Current dollars Constant (1949) 
dollars 
Item hs ae ee ee, 
1926-29 1952-55 1926-29 1952-55 
1. Purchase and operation of automobiles. 235.9 1,619.3 Sisal 1,427.4 
2. Purchased transportation services....... 322 B22 140.9 256.0 
3. Total personal expenditure on 
transportation eerniitee serie 368.1 1,941.4 554.0 1,683.0 
4. Total personal expenditure......... 4,188.1 15,804.1 5,896.6 13,396.0 
Percent of total personal expenditure 
5. Purchase and operation of automobiles. SEA LON2ZS 7, 7.00% 10.66% 
6. Purchased transportation services....... SANG 2.04 2.39 al 
7. Total personal expenditure on 
trans pontatiOnkep msec eee 8.70 12.29 9.39 1257. 


SOURCE: D.B.S., National Accounts, Income and Expenditure, various issues, and background 
data made available by the National Income Section of D.B.S. 
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(b) Personal Purchases of Automobiles 
Introduction and summary of the prospects 


One of the most important changes which has taken place in the 
distribution of personal expenditure during the last half century has been the 
growth in the proportion devoted to the purchase, maintenance and oper- 
ation of automobiles. In Canada, between 1952 and 1955, the purchase, 
maintenance and operation of automobiles by households involved an 
average expenditure of more than $1,600 million a year, measured in current 
dollars, more than 10% of total personal expenditure. In contrast, between 
1926 and 1929, the average personal expenditure for the purchase and 
operation of automobiles was about $235 million, a little less than 6% of 
total personal expenditure, both measured in current dollars. When the 
measurement is made in constant (1949) dollars, the increase in the pro- 
portion of personal expenditure devoted to automobiles and their operation 
is slightly smaller than indicated by the current dollar data; on the average, 
between 1926 and 1929, these items accounted for about 7.0% of total 
personal expenditure compared with an average of 10.7% between 1952 
and 1955. At the end of 1955 Canadians had about 185 automobiles per 
1,000 people, or about 310 automobiles per 1,000 adults, or 800 automo- 
biles per 1,000 homes. This represents a very rapid increase in the density 
of the automobile population during the last 30 years. For example, in 
1929, Canadians held approximately 100 automobiles per thousand people. 


Canadian per capita holdings of automobiles are about 60% of the 
United States holdings at the present time. Part of the difference is attribut- 
able to the lower per capita real incomes in Canada but it is difficult to 
believe that this factor completely explains the difference in automobile 
density between the two countries. It is known that the prices of auto- 
mobiles are much higher in Canada than in the United States, partly because 
of the Canadian tariff and partly because of the higher level of commodity 
taxation being imposed on automobile sales in Canada. At the present 
time, suggested retail prices of automobiles in Canada are approximately 
25% higher than those in the United States, though the actual difference 
may be somewhat smaller because of the discount arrangements. 


In this section the concern is with the volume and expenditure on 
acquisition of automobiles attributable to the personal sector of the economy. 
There are a number of difficulties in analyzing the personal expenditure on 
acquisition of automobiles. The total sales of automobiles in Canada are 
known, but these sales are made to businesses and to governments as well 
as to persons. It is quite difficult to estimate that portion of the stock of 
automobiles which should be charged to the personal account. In Canada’s 
national accounts about 30% of the retail sales of new automobiles are 
allocated to the non-personal sectors**. However, many of the automobiles 


34 This refers to the preliminary revision of the National Accounts. 
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acquired by governments and by businesses do not remain in those uses 
throughout their whole lives; after some years or miles they tend to be 
traded in on new vehicles, the used vehicle then flowing to the personal 
sector of the economy. In the revision of Canada’s national accounts which 
is currently under way, a new method of estimating the personal expenditure 
on acquisition of automobiles is being introduced, the method making esti- 
mates of the net acquisition of used cars by the personal sector. A third 
source of some difficulty in dealing with the personal expenditure on acqui- 
sition of cars, particularly when the interest is in short-run fluctuations in 
expenditure, centres around the inventories of new and used car dealers. 
Widely varying proportions of the stock of automobiles can be held in in- 
ventory at any point of time. 


Another source of difficulty in analyzing the trends in expenditure on 
automobiles is the lack of adequate data on the age distribution of the 
automobile population and on the life expectancy of automobiles in various 
kinds of uses. The replacement demand for automobiles is of perhaps even 
greater significance than net additions to the stock. Adequate data are not 
available on age distribution and life expectancy. 


A considerable number of forecasts of the demand for automobiles in 
Canada have been made available to the Commission. A study of the 
automobile industry*® was carried out for the Commission as part of the 
group of studies on secondary industry. Imperial Oil, B.A. Oil, The Rubber 
Association of Canada, Ford Motor Company and others have set down 
their views on the prospects for the demand for automobiles. These views 
differ widely as will be seen from Table 55, partly because of differences 
in assumption about the general growth in the economy. On the basis of the 
various submissions and the study prepared for the Commission, and partly 
as an independent effort, we have attempted to arrive at our own judgment 
about the prospects for sales of and expenditure on automobiles to the 
personal sector. Our judgment might be summarized in this way: the 
growth in the stock of automobiles will be a little less rapid than in G.N.P., 
and the proportion of personal expenditure devoted to the acquisition of 
automobiles will fall a little from the present levels. The precise forecasts 
and the underpinning for these judgments are stated later. 


Trends in expenditure on and demand for autos 


The gross stock of passenger automobiles in Canada has increased from 
a little more than 1,000,000 in 1929 to almost 3,000,000 by the end of 
1955, an increase of 185% between these two years compared with an 
increase in the population of 57% and an increase in the number of adults 
of 62%. (See Table 55.) Clearly the density of passenger automobiles in 
Canada has increased enormously. 


89 Sun Life Assurance Company of Canada, The Canadian Automotive Industry, 
Ottawa, 1957. j 
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The growth in the stock of passenger automobiles is closely related 
to the growth in income. One of the neatest illustrations of this relationship 
was contained in an article in the monthly review of the Bank of Nova 
Scotia for August, 1955. The article compared the growth in the auto 
densities and income in Canada and the United States. A chart illustrated 
the strong long-run relationship between the growth in income per capita and 
the growth in the number of automobiles per capita in the two countries. 
It also showed that the per capita holdings of automobiles in Canada now 
are about equivalent to those in the United States in 1935 and are some- 
what below those in the United States in 1939. However, the explanation 
of the lower Canadian per capita holdings of automobiles cannot be entirely 
based on differences in income. In Table 54, a comparison is made of the 
per capita holdings of automobiles and per capita incomes in Canada and 
the United States. These data show quite clearly that per capita Canadian 
holdings of automobiles have never exceeded 60% of the American levels 
whereas Canadian incomes are almost 70% of American levels. Casual 
observations would also suggest that the average quality of the Canadian 
stock of automobiles is poorer than of the American stock. A substantial 
part of the difference which cannot be explained by income must be at- 
tributable to the higher relative prices of automobiles in Canada than in the 
United States. It is well known that, because of the Canadian tariff and 
because of the higher levels of commodity taxation imposed on automobiles, 
the relative price of automobiles is much higher in Canada than in the 
United States. The data in Table 54 also show that the gap between 
Canadian and American per capita holdings of automobiles is gradually 
closing. In 1929 the ratio of Canadian to American per capita holdings 
was 54%. In 1941 it was 50%. In 1954 the ratio was 60%. There does 
not appear to have been any marked change in the income differential 
between the two countries over the same period of time. This suggests that 
a continuing differential in income between the two countries does not 
preclude some substantial narrowing of the differentials in per capita holdings 
of automobiles in the future. 

The next question concerns the relationship between the stock of auto- 
mobiles and annual sales. Unfortunately the only source of data on the 
stock of automobiles is the vehicle registrations. Changes in registrations 
are influenced by variations in the proportion of the stock which are licensed 
in any year, as well as by net additions. Selected data on the registrations, 
domestic sales and apparent scrappage are set out in Table 53. 

Sales of new automobiles depend in a proximate sense on the gross 
additions to the stock of automobiles and on replacement of those cars 
which form part of the stock at any point of time. Between 1926 and 
1955 the net additions to the Canadian stock of passenger automobiles have 
been about 2.2 million cars. The total domestic sales between these years 
would amount to about 4.2 million cars so that replacements have amounted 
to something of the order of two million automobiles. Thus, during the 
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last three decades, the replacement side of the automobile market has been 
almost as important as the net additions to stock. In the future it appears 
likely that the replacement side of the market will become more important 
than net additions to stock. 


The scrappage of automobiles depends on the age distribution of the 
stock, on the type of use to which the automobiles are subjected, and a 
mixture of technical and economic considerations (depreciation, credit 
conditions) which vary from time to time. If a large proportion of the stock 
is of a relatively young age, other factors being given, the scrappage rate 
in the immediate future would be smaller than if a small proportion of the 
stock is of young age. This factor has been cited by some writers (for 
example, K. E. Boulding)*® as the basis for expectations of replacement 
cycles in the demand for automobiles, with a low level of replacement 
expected in 1959 and 1960. The life table or life expectancy of an auto- 
mobile depends on the use to which it is put. The indications are that the 
life table for automobiles which serve commercial purposes through part of 
their life is probably quite a bit shorter in years though not necessarily in 
miles, than it is for personal autos. If the relative importance of personal 
and commercial use of the automobile population changes, so will average 
life expectancy per vehicle for the whole population, even if there was no 
change in the life expectancy of vehicles in any particular use. The life 
expectancy for an automobile in a particular use is not a rigid thing. In the 
first place, it is based on a mixture of technical and economic considerations; 
cars will be junked more rapidly when incomes are high and when used 
car prices are low than when the reverse holds true. Certainly there can 
be substantial year to year variations in the scrappage from that which is 
indicated by a smooth average survival curve. It is always possible for 
replacement to be postponed or accelerated by a year or so depending upon 
income and credit conditions. 


Canadian data on scrappage are really quite unsatisfactory as are the 
data on the age structure of the population and indications of the life 
expectancy of automobiles. The apparent scrappage is arrived at by de- 
ducting the net increase in vehicle registrations from the domestic sales of a 
particular year. For what the data are worth, they show that, in recent years 
scrappage would amount to about 5.5% of registrations. It is very difficult 
to know whether this is a normal position or not. The 5.5 percentage rate 
of scrappage is consistent with an average life expectancy of autos of about 
14-14.5 years. Fragmentary evidence suggests that this is not an unreason- 
able figure for Canadian experience at the present time. American data 
indicate that the average life expectancy of an automobile is somewhat higher 
now than it was three decades ago, despite the much greater mileages per 
year which are put on the automobiles. The abnormally low rates of 


36K. E. Boulding, “An Application of Population Analysis to the Automobile Popu- 
lation of The United States”, KYKLOS, Vol. VIII, 1955. 
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scrappage during the war and the exceptionally young average age of the 
Canadian automobile population at the present time pose a difficult and 
uncertain problem for the immediate future. As the average age of the 
automobile stock is particularly low, one would ordinarily expect that the 
scrappage rate would also be low in the next few years and that replacement 
demands for automobiles would correspondingly be low. 


Prospective demand for passenger automobiles 


Probably nothing is needed less than one more forecast of the demand 
for passenger automobiles; the Commission has received many of them. 
However, these forecasts differ widely and a brief further excursion into 
the area may be helpful. (See Table 56.) In our judgment, the stock of 
passenger automobiles in Canada by 1980 will be somewhere between 8.4 
million and 9.2 million vehicles, compared with a little less than three 
million at the present time. It is our judgment that the annual sales in 1980. 
consistent with this stock of automobiles would be between about 865 
thousand and one million vehicles per yeat. This growth in demand for 
Passenger automobiles implies a slightly smaller proportion of personal 
expenditure on such items in the future than has been experienced during 
the last four years. 


As in the other forecasts of personal expenditure the speculation about 
the future demand for automobiles is based on assumptions of continued 
peacetime full employment circumstances, and on the average of the high 
and low G.N.E. projections for an assumed annual net immigration of 
75,000 people. The first step in the procedure was to make a judgment 
about the probable future stock of automobiles in Canada. A high and low 
estimate has been included in our calculations, the high being based on an 
assumption that there will be one automobile for every 1.76 adults by 1980 
and the low based on the assumption that there will be one automobile for 
each 1.93 adults. Adults have been defined as the population aged 20 and 
over. The maximum density implies that the Canadian per capita holdings of 
automobiles by 1980 will be more than 15% higher than the present 
American level while the low figure assumes that Canadians will have 6% 
to 8% more automobiles per capita in 1980 than the Americans now have. 
It has been assumed that between now and 1980 a more or less continuous 
increase in the ratio of automobiles to the adult population will take place, 
at gradually diminishing annual rates of growth. The implied densities of 
the automobile population are set out in Table 56. From the forecast of 
the adult population and the assumptions of maximum and minimum 
densities of automobiles per member of the adult population, an estimate 
is made of the maximum and minimum stock of automobiles in Canada 
during the next 25 years. 


The growth in the gross stock of automobiles implies a set of annual 
new car sales for the net addition to the stock, what the trade sometimes 
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calls penetration sales. Putting aside economic fluctuations and random 
elements which influence the sales of automobiles in any particular year, 
the growth in the stock of automobiles implies net additions of 350 thou- 
sand vehicles a year in 1980 for the high stock estimates and 284 thousand 
vehicles a year for the low stock estimates. 


To complete the forecast of sales of passenger automobiles an estimate 
of the replacement market is required. This turns out to be the most 
important and the most difficult part of forecasting automobile sales. It 
does appear clear that, under any reasonable assumption, replacement sales 
will become a much larger market than is provided by net additions to the 
stock of automobiles. The difficulty arises from the limited information on 
the life expectancy of the typical automobile. The procedure adopted here 
has been to make certain judgments about the average life expectancy of 
automobiles, to estimate the implied annual replacement sales as a per- 
centage of stock of automobiles, assuming that the stock was constant, and 
that the average age distribution of the stock was not in some way curious 
or atypical. These scrappage rates have then been adjusted to allow for 
the expected growth in the stock of automobiles. (The question of unusual 
age distributions of the automobile stock has been put aside for the moment.) 
In 1952 the average life expectancy of automobiles in the United States was 
about 14 years. At the present time it is somewhat lower. Expectations are 
that the average life of automobiles in the United States will decline to about 
10 years by 1980. The average life expectancy of automobiles in Canada 
has apparently been slightly higher than in the United States in the past, 
about 14.5 years compared with a little less than 14 at the present time. It 
has been our assumption that the average life of automobiles in Canada 
will decrease from 14.5 years at the present time to about 11.4 years by 
1980. This expectation is based on the belief that the average annual 
mileage for automobiles will increase more rapidly than the increase in the 
durability of cars, on the judgment that an increasing proportion of the 
automobiles will have some commercial experience, and an expectation 
that some part of our higher standards of living will be taken out in the 
form of more rapid scrappage of automobiles. If the population of auto- 
mobiles was fixed and there were no abnormal characteristics in the age 
distribution, this would imply the scrappage rate increasing from about 
6.8% of the gross stock in 1955 to about 8.75% of the stock in 1980. 
However, as the stock of automobiles is expected to grow rapidly, the 
scrappage rate as a percentage of the current stock of automobiles will be 
substantially below these figures. The scrappage at any point of time reflects 
the stock of some years previous. To make an allowance for the growth 
in the automobile population it has been assumed that the average scrappage 
rate as a proportion of the stock of that year will increase from about an 
average of 5.34% between 1953 and 1955 to about 7% by 1980. In a 
quick piece of work on the prospects for automobiles, it is probably better 
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to proceed in this way than to apply the scrappage rates explicitly to the 
stock of automobiles of several years prior to the period being examined, 
because the latter procedure will impose replacement cycles on the data. 
Our procedure implies that the replacement market for new vehicles will 
increase from about 160 thousand vehicles a year in 1955 to about 640 
thousand vehicles a year under the high estimate of the 1980 stock or 585 
thousand vehicles a year under the low estimate of the stock. 


In order to compare the expected rate of expenditure on automobiles 
with total personal expenditure it is necessary to convert the expected 
volume of sales to a value basis. What is required is a value of expenditure 
on automobiles in 1949 prices. However, it is not satisfactory to simply 
apply the average unit value in 1949 to the volume of automobiles produced 
in other years, as the average quality of automobiles demanded by Canadians 
has gradually improved. This improvement is expected to continue. There- 
fore. we took 1949 unit value, and adjusted this to 1955 quality on the 
basis of the existing data; we then assumed a further 10% increase in 
average value between 1955 and 1965 due to increased average quality and 
equipment, and a 15% increase between 1955 and 1980 on these accounts. 
Applying these unit values we obtained the estimated retail value of new 
automobile sales in Canada set out in Line 7 of Table 56. 


The next problem is to adjust the total expenditure on new auto- 
mobiles for the acquisition of automobiles by sectors other than the personal 
one, and to adjust the value of personal expenditure on autos for the net 
acquisition of used vehicles by the personal sector from other sectors. As 
in the revised national accounts, it has been assumed that 30% of the retail 
value of new car sales will be to sectors other than the personal one, yielding 
the estimated personal expenditure on new autos as shown in Line 8 of 
Table 56. On the other hand, there will be a reverse flow of used autos 
from the business and governmental sectors of the economy to the personal 
sector, as the latter ordinarily uses an automobile for only the first part of 
its effective life. A projection of this reverse flow is set out in Line 9. The 
net acquisition of used cars by the personal sector together with the purchase 
of new autos by that sector account for the total personal expenditure on 
new and used cars, 7.e. Line 10, Table 56. Our general expectation is that 
‘the purchase of automobiles will account for somewhat smaller proportions 
of total personal expenditure in the future tlran in 1955 or on the average 
between 1952 and 1955. This is essentially because the rate of increase in 
the stock of automobiles is expected to be somewhat less rapid than the 
rate of increase in G.N.P. or personal expenditure. 


Thus far, the problem of replacement cycles in the demand for auto- 
mobiles has been neglected. Replacement cycles arise from abnormalities 
in the age distribution of the automobile stock. It is well known that the 
absence of automobile production during the war, together with the high 
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levels of sales since the war has given us an automobile population which 
is abnormally young at the present time. Various writers in the United 
States have explored the implications of this abnormal age distribution and 
have indicated a replacement cycle in automobiles with a trough of about 
1959 and a peak in approximately 1965. The indications are that at the 
trough, the replacement of automobiles could be more than 15% below 
the average of the decade, while at the peak replacement could be a similar 
degree higher than the average for a decade. The effect of replacement 
cycles is primarily on the distribution of replacement over time rather than 
on the average level of replacement sales. We do not have sufficiently 
accurate knowledge of the age distribution and the life table of Canadian 
automobiles to predict the timing and amplitude of replacement cycle with 
any great accuracy; however it does seem clear that a time distribution of 
replacement sales, something like that discussed for the United States, may 
be expected. When the stock of prewar cars is close to zero (probably by 
mid-1958) we can expect some significant reduction in replacements for a 
few years. Thus it would not be surprising to find a replacement demand in 
1958-59 and 1960 about 10% below that indicated in our forecast. By the 
same token it would not be surprising to find a replacement demand in- 
creasing more rapidly between 1960 and 1965 than is indicated in our 
forecast. We do not wish to place much confidence on the judgment of the 
specific timing and degree of fluctuation. It is important, however, to 
recognize the probability of some such replacement cycle. In the next few 
years it is going to be quite important to distinguish between normal growth 
in demand and the abnormal situation associated with replacement cycles 
and fluctuations in sales which are attributable to fluctuations in general 
levels of economic activities. 


The forecasts of demand for automobiles which have been made here 
do not differ in important respects from those made in the automobile study 
which was prepared for the Commission; nor does our forecast differ 
markedly from a number of submissions made by automobile and petroleum 
companies to the Commission, when these forecasts are placed on a com- 
parable basis as regards population and expected growth of the Canadian 
economy. Our estimates indicate that automobiles will account for signifi- 
cantly smaller proportions of ,total personal expenditure in 1980 than they 
did between 1952 and 1955. There is room for a considerable increase in 
the average quality of the automobile purchased without the total of personal 
expenditure exceeding the proportion which has been experienced in the 
last four years. Thus, while we would be prepared to assume that the 
average proportion of consumer expenditure in the future on the acquisition 
of automobiles might be as high as it has been during the last four years, 
we have strong reservations about views that automobiles will account for 
larger shares of the consumer budget in an average year of the future. 
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Table 55 


VARIOUS PROJECTIONS OF PASSENGER CAR REGISTRATIONS 


AND SALES IN CANADA 


A. Total registrations (unless otherwise specified); in 
thousands 


aero OU C@Ompativcrdacareeds 6 otra nhs eee tee os 
2. Imperial Oil Company (vehicles in use)........ 
3. Rubber Manufacturers’ Association........... 
4. Ford Motor Company of Canada............ 
SpEGrenenalsNviovons on @anadal. .% gnats sears vas 


6. Sun Life Assurance Company of Canada, study 
of The Canadian Automotive Industry, pre- 
PALeCE OF iUMeuG OMIMIMSSTOM sae. w. | arse ote 


B. Annual sales; in thousands 


mE Ch WLOLOT: COMMAN Vedat sic.ayesicrsis + @ sus, vets « 


SS UM UIKe ASSUTANCe, COMPANY v..sc108 a reales 


ain 1966. 

b Annual average 1956-60. 
c Annual average 1961-65. 
4 Annual average 1976-80. 


1955 
actual 


1960 


3,650 


1965 


4,600 
n.a 
4,838 
4,400 
4,700" 


n.a 


460° 


1980 


9,000 
7,100 
9,054 
7,400 


n.a. 


870% 
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(c) Personal Expenditure on Auto Operation 


Introduction 


Costs of operation of automobiles are defined in this context as expend- 
itures on gasoline, oil and grease, automobile parts and accessories, auto- 
mobile repair charges, automobile insurance (administrative cost) and bridge, 
tunnel and ferry tolls. While there is some difficulty in estimating these 
expenditures, and particularly in estimating that portion which is chargeable 
to the personal sector, there is no doubt that automobile operating expenses 
account for substantially larger proportions of personal budgets now than 
they did three decades ago. It is estimated that, in 1955, such expenses 
accounted for 4.66% of consumer budgets, measured in current dollars, 
and 5.20% measured in 1949 prices. It is our expectation that these items 
will account for even greater proportions of consumer expenditure in the 
future. The measurement and trends in such expenditures are set out in 
the next paragraphs, and the prospects are examined at the end of this 
section. 


Trends in personal expenditure on auto operation 


Beyond all doubt, Canadians have devoted increasing proportions of 
their budgets to the operation of automobiles during the last three decades. 
However, it is difficult to measure precisely how large the proportion is now 
or has been. First, in a number of cases information is of poor quality 
regarding the sales of the goods and services to all vehicle users. Secondly, 
information on the division of vehicle operating costs between the personal 
and other owners and users is inadequate. 


In Canada’s national accounts, estimates of automobile operation costs 
and an allocation of these between the personal and other sectors have been 
made. (The methods are reviewed in Appendix B to this study.) These 
data?? are summarized in Table 58. The table shows that the personal 
expenditure on the operation of automobiles accounted for about 4.50% 
of total personal expenditure between 1952 and 1955 compared with 2.80% 
between 1926 and 1929, when measurement is made in current dollars. 
In constant (1949) dollars, the increase is from about 2.54% to 4.65%. 
Another way of looking at this growth is to compare it with the growth in 
income and the stock of automobiles. 


37 The published data on auto operation costs are based on the 1930 and 1941 census, 
allocating 80% of the costs to the personal sector in 1930, and larger proportions 
in later years, depending on vehicle registration and mileage. A revision of the 
national accounts which is now underway uses different assumptions. See Appendix 
B of this study. The revised estimates have been used in this study. 
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Table 57 


GROWTH IN INCOME, AUTOS, EXPENDITURE ON AUTO 
OPERATION, IN CONSTANT (1949) DOLLARS 


Item 1952-55 as % 
of 1926-29 
I, Passenger vehiclesinesistened ener eae err nen ee 298" 
2. Personal expenditure on consumer goods and services..... 227 
3. Personal expenditure on operation of automobiles........ 412 
1 Gasoline, oil, credsemtpy tac. teens: eae ine Deine 494 
.2 Auto parts andraccessonleserai erie eet eens eee 262 
5, Auto repairsiandyother expenses + sae ee eee eee te 360 


4. Personal expenditure on auto operation per passenger 
vehicle registered: 2. sti sc ae ee ee eee 138 


a Average registration 1952 and 1953 as % of average registration 1928 and 1929. 


Assuming that the growth in personal ownership of automobiles has 
been roughly the same as in the total registration of passenger automobiles, 
the table shows that the very rapid increase in the personal expenditure on 
auto operation has been partly because of the rapid growth in the stock of 
automobiles (more rapid than the increase in personal expenditures) and 
partly because the average operating costs per auto have increased (by 
roughly 38%). The latter is primarily due to the increase in the expendi- 
tures per auto on gas, oil, grease and auto repairs. 


Another source of information on personal expenditure on auto 
operation is provided by selected Canadian family budget surveys. (See 
Table 59.) These data suggest that a smaller proportion of personal expendi- 
ture was devoted to automobile operation than was indicated by the national 
accounts. However, similar to the national accounts data, Table 59 shows 
a trend of increase in the proportion. 


Prospects for personal expenditure on the operation of automobiles 


In our judgment, auto operation will account for a larger fraction of 
personal expenditure in the future that at the present time. Our guess is 
that expenditure (in 1949 dollars) per vehicle on gasoline, oil and grease 
will be 15% to 20% higher in 1980 than in 1955 and on auto repairs and 
miscellaneous operating items and auto parts and accessories will likely 
be 25% larger by 1980. As the number of passenger automobiles in 1980 
is expected to be about 300% of the present stock, the aggregate personal 
expenditure on auto operation is expected to reach more than 400% of 
present levels by 1980. Figures on these prospects are set out in Table 60; 
the basis of the judgment is expressed below. 


Consider first the prospects for expenditure on gasoline, oil and grease. 
This expenditure, when measured in constant dollars, depends on the 
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growth in the stock of personal automobiles, on the average mileage which 
these vehicles are driven, and on the fuel consumption per mile. In a 
previous section of this chapter, the judgment was expressed that the stock 
of passenger automobiles in Canada would probably be between 8.4 million 
and 9.2 million vehicles in 1980 compared with a little more than 2.9 million 
at the end of 1955. Assuming that the personal share in this stock of auto- 
mobiles remains constant, this implies that the stock of automobiles will 
increase at about the same rate as total personal expenditure on goods and 
services. Information is rather scarce on the trends in the average mileage 
per vehicle, but fragmentary data indicate that a fairly significant increase 
in the average mileage per vehicle per year has taken place in the past. It is 
our expectation that this increase will be somewhat less rapid in the future, 
partly because of the development of two-car and three-car families. The 
question of fuel consumption per mile is a difficult one indeed. While there 
are indications that the newer engines are more efficient in a technical sense, 
additional power and acceleration appears to have just about offset any 
improvement in efficiency. Thus the miles per gallon of fuel now appear 
to be about the same as they were 15 or 20 years ago. Our judgment is 
that no significant improvement in the mileage per gallon is likely to be 
made, unless motor fuel increases substantially in price relative to the price 
of other goods and services. The net result of these considerations is an 
expectation that the consumption of fuel, oil and grease per vehicle will 
increase by 15% to 20% in the next 25 years. 


Expenditure per vehicle on auto parts and on auto repairs and mainte- 
mance and miscellaneous operating costs are expected to increase in the 
same degree as the expenditure on gasoline, oil and grease. On the one hand, 
automobiles appear to be more durable than they used to be, in the sense 
that they require fewer repairs per mile driven. Also, repair and mainte- 
nance expenditure tend to be cut down by more rapid obsolescence of 
automobiles and by the substitution of new or reconditioned components 
rather than the repair of the components in a particular vehicle. Both of 
these considerations would tend to reduce the expenditure on automobile 
repairs and maintenance. On the other hand the vehicles are becoming 
‘more complex and therefore more expensive to repair. Further, auto repair 
and maintenance is a labour intensive type of service, one which tends to 
become relatively more expensive per unit of product as the economy 
grows. These considerations suggest that expenditures on auto repair and 
maintenance might reasonably be expected to increase a little per vehicle. 
The miscellaneous auto operating costs include the net cost of insurance, 
bridge, ferry and highway tolls and such. Canadians are in the early stages 
of increased use of toll facilities, and it therefore seems reasonable to expect 
a fairly rapid increase in this type of expenditure in the future. As the 
vehicle becomes more expensive, that is, as average quality of a vehicle 
increases, the net cost of insurance might also be expected to increase per 
vehicle. 
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The net result of our judgment is that the over-all expenditure on 
auto operations is expected to increase, when measured in 1949 prices 
from about 4.4% of total personal expenditure between 1952 and 1955, to 
more than 6% of total personal expenditure by 1980. In other words 


expenditures on auto operations in 1980 are expected to be more than 400% 
of the level in 1955 compared with an expectation that personal expenditure 
on all goods and services will be about 285% of 1955 level, all comparisons 


being made in 1949 prices. 


Table 58 


PERSONAL EXPENDITURE ON AUTO OPERATION IN CANADA 


1926-29 average 1952-55 average 
——_—_—_————— —_ 1922-55 
, of total % of total Expend. 
Item personal personal as Y% of 
Expenditure expenditure Expenditure expenditure 1926-29 
Part A: Current $ 
IEMGasolinesollssereasesaee 62.3 1.49 434 3 2.74 700.0 
2. Auto parts and accessories. 31.7 0.76 113.8 0.72 358.0 
5) PAULO repallissee eee eer 
4. Other auto operation... ;; esl Ube) roe -8 1.04 i125 
5. Total auto operation.... 117.1 2.80 PS 4.50 608 .8 
6. Total personal expend.. 4,188.1 15,804. 1 — 377.4 
Part B: Constant $ 
7. Gasoline, oilvereaseae- ee 81.9 IL 6837 404.9 3.02 494 .3 
8. Auto parts and asseccories 32.0 0.54 83.9 0.63 26201 
O PAUCGRLe pals ene eee ] 
10. Other auto operation.... } oI Ose ie 1 2003 
11. Total auto operation... 151.2 D254 623.2 4.65 412.2 
12. Total personal expend. 5,896.6 a 13,396.0 - Ail si 
SOURCE: Data made available by the National Income Section of D.B.S. 
Table 59 


CANADA: FAMILY BUDGET DATA—EXPENDITURE ON 


AUTO OPERATION 


Survey or Percent of total expenditure on: 
year 
Gasoline, oil Other auto 
and grease operation 
[O37 =3.8i see ae 1.51 0.81 
L9AT 4 Sa ee il es! 1.62 
LOSS Meee aS 2.01 2205 
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SOURCE: See bibliography for references to Canadian family budget surveys. 
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(d) Personal Expenditure on Purchased Transportation 
Introduction 


Purchased transportation includes passenger fares paid to railroads, 
ship and air lines, bus lines, taxis, and streetcar operators. While there is 
some difficulty in precise measurement, it is quite clear that there has been 
a long-run trend of decline in the fraction of personal expenditure devoted 
to purchased transportation services. In other words, the growth in such 
expenditure, while absolutely substantial, has been much less rapid than the 
increase in total personal expenditure on consumer goods and services. The 
main reason for this has been the increased use of private automobiles. To 
some extent, this has been accompanied by an over-all increase in personal 
travel, but to a significant degree, there has been a substitution of private 
automobile travel for many types of purchased transportation service. The 
relative decline in personal expenditures on purchased transportation has 
been most severe for rail services, and much less severe for streetcar fares 
and steamship fares. Bus travel, taxis and aircraft now account for larger 
proportions of total consumer expenditure than they did three decades ago. 


It is our expectation that the decline in the fraction of the consumer 
budget devoted to purchased transportation will be much smaller in the 
future than it has been during the past three decades; indeed the fraction 
may well be larger in the future. After the trends in this expenditure group 
are dealt with, this section will conclude with some examination of 
the prospects. 


Trends in personal expenditure on purchased transportation*®. 


Canada’s national accounts include estimates of personal expenditure 
on purchased transportation. A summary of these data is found in Table 
63. The table shows that, measured in current or in constant (1949) dollars 
or in constant (1955) dollars, personal expenditure on purchased transporta- 
tion accounted for a significantly smaller fraction of total consumer budgets 
between 1952-55 than between 1926-29. The decrease in the proportion is 
much larger when the measurement is in current than in constant dollars, 
because the increase in the unit price of purchased transportation services 
has been much less during the past 30 years than the increase in the general 
level of prices of consumer goods and services. The decrease in purchased 
transportation services has taken place despite a very marked increase in 
total personal travel, and in the fraction of personal budgets devoted to 
travel. In current dollars, 12.29% of the consumer budget was devoted to 
transportation, between 1952 and 1955, compared with 8.70% between 
1926 and 1929. In constant (1949) dollars, the same comparisons are 


38 For this section, a most helpful reference has been J-C. Lessard, Transportation in 
Canada, a study prepared for the Commission, Ottawa, 1957. 
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12.57% against 9.39%. The difference in trend between purchased and 
total transportation outlays is primarily to be explained by the relative 
growth in the use of personal automobiles. 


The relative decline in personal expenditure on purchased transporta- 
tion has not been felt evenly by all forms of such service. 


Table 61 


CURRENT DOLLAR EXPENDITURES ON VARIOUS FORMS 
OF PURCHASED TRANSPORTATION 


Item 1955 as % of 1930 
Ole ranspoLreallOn einen, 2 Ula sc ae, Cote . Mae 607.3 
Motalipurchased transportations... o\.% .ee ae ts oe Da ee 256.2 
StCaMmnaleoddHalesseaeh.Leck Mek oeeae fe ob. Oe) Meee 114.4 
SHUUICHI TEN SSS cin Oe ops en 268 .3 
ESS! VEDIC Sestiae ee ea ee mE Cn aero oP 581.9 
Deca Uist Mulo CCN atten 4d at ara eh Oe tea oad 280.8 
JN HENS a o-o od STD Oe ee more than 3,000.0 
Total personal expenditure on consumer goods and services...... 382.7 


Table 61 presents comparative data in current dollars for various types 
of expenditure. Steam railroad fares have been the outstanding example of 
relative decline, with smaller relative declines for streetcar fares and for 
steamship fares. Total expenditure on taxis has increased more than total 
personal expenditure on consumer goods and services, and air travel has 
experienced a phenomenal growth. 


Selected data comparing the personal use of transportation in Canada 
and the United States are presented in Table 64. This table shows that 
intercity travel by Canadians on paid transportation systems is about 85% 
of current American levels. However, much more of the Canadian travel is 
on railroads and buses (the comparatively cheap forms of personal tran- 
sportation) than on airlines. This comparison suggests that Canadians will 
probably shift quite markedly toward the use of air travel in the future. 
American data also show that intercity travel by common carrier bears a 
similar ratio to G.N.E. in constant dollars in 1953 to that which it did in 
192929, This experience lends support to the view that a considerable 
growth in Canadian intercity travel by common carrier is to be expected in 
the future. 


In considering the bases of the Canadian trends, it is useful to dis- 
tinguish between local and intercity traffic. In local traffic, the most im- 
portant trend has been the growth in private automobile transportation 
relative to streetcars and railroad commuter traffic. This. growth is all the 


89 Dewhurst, op. cit. 
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Table 62 


CANADA: PROSPECTS FOR PERSONAL EXPENDITURE 
ON PURCHASED TRANSPORTATION SERVICES 


($ millions unless otherwise specified) 


Item 1952-55 1955 1965 1980 
Total personal expenditure on consumer goods and 
SEL VICES | cd oksis, ois oo, craves mtegetey Solus reeeenere dee heen ore 13,396 14,337 21,300 41,600 
Percentage of expenditure on purchased trans- 
portation "SsekviceSs. sa -e4- et ae eee eee 1.91 1.79 a7 1.65 
Prospective expenditure on purchased transportation 
SELVICES fe cscs 5 erate Ramtec a a ele cot ole sional ehieteye ciate eater 256 257]. 2h: 690 
Table 63 


PURCHASED TRANSPORTATION—SELECTED DATA ON 
PERSONAL EXPENDITURE 


1952-55 
as % of 
Item 1926-29 1952-55 1926-29 
1. Expenditure on purchased transportation in current $.... 132.2 322.1 243.6 
2. % of total personal expenditure on purchased transpor- 
tation in: Current Ses. ieret ce eiths suetttate: creiele costeuenle oleh 3.16 2.04 64.6 
3. Expenditure on purchased transportation in (1949) 
constant: S20 (eta ie career eee eae ee eee era 140595 9256-0) etSie7 
4. ‘Lotal personaliexpendituress eee eee eee 5,896.6 13,396.0 227.1 
5. Expenditure per capita on purchased transportation...... 14.5 Lat TE 
6. % of total personal expenditure on purchased transpor- 
tationSimyconstant (1949) ithaca een tere eee eer 2.39 1.91 80.0 
7. % of total personal expenditure on purchased transpor- 
tation) bothun constantiGL955) ssoet ae eee DES 2.0) 3 eS 
SOURCE: See Appendix B. 
Table 64 
* PERSONAL TRANSPORTATION—SELECTED 
CANADIAN AND U.S. COMPARISONS 
Can. 1953 
US. Canada_ = as % of 
1952 1953 U.S. 1952 
iP Railroad passenger miles: per capitan jemieera ener 218 195 89.5 
2. Intercity bus passenger miles per capita........... 134 123 91.8 
3. Air travel, passenger miles per capita.............. 81 50 61.7 
4. Total intercity purchased transportation, excluding 
inland waterways, passenger miles per capita..... 432 368 85.2 
5. Automobiles registered per 100 population......... 28.6 16.9 59.0 


SOURCE: U.S. data computed from J. Frederick Dewhurst and Associates, America’s Needs and 
Resources 1955. 7 


Canadian data computed from data in J-C. Lessard, Transportation in Canada, 
a study prepared for the Commission. Ottawa, 1957. 
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X. Health and Burial Expenses 
(a) Introduction 


This section deals with trends and prospects for Canadian personal 
expenditure on health and burials. As the national accounts are now con- 
structed personal expenditure on health includes, directly or indirectly, 
almost all of the costs of the nation’s health programme. Section (b) deals 
with health expenses, while Section (c) is concerned with burial and related 
expenses. 


(b) Health Care 


Canadian personal expenditures on health care account for a slightly 
larger fraction of total personal expenditures now than in the late 1920’s. 
It is our expectation that the fraction will increase more rapidly in the 
future. The trends, prospects and bases for our judgment are set out below. 


Trends in total and personal expenditures on health care by Canadians 


When considering expenditures on health care in Canada, it is important 
to distinguish between the total bill and that part which is measured by per- 
sonal expenditure on medical and health care in Canada’s national accounts. 
While the total bill could be extended quite broadly it will be taken here to 
include the current operating costs of public and private hospitals, tuber- 
culosis sanitoria, mental institutions and federal hospitals, together with 
payments for the professional services of physicians, dentists, nurses and 
other services, plus the purchase of prescribed drugs and the administrative 
cost of the voluntary health plans. This is the group of items measured as 
total expenditures on personal health care and services in a recent study by 
the Department of National Health and Welfare*?. In 1953 this group 
amounted to $756 million, or about 3.08% of G.N.E. As the National Health 
and Welfare study points out, this group understates the total personal 
health bill of the nation as “no attempt has been made to include public or 
private capital expenditures (such as the building and extension of hospitals 
and other health facilities), or the costs of administering public health and 
other technical services, or the costs of operating voluntary health 
agencies’’.4* Neither do the estimates include the costs of medical training 
and a large part of medical research. 


In Canada’s national accounts the personal expenditures on medical 
and health care are slightly less comprehensive than the estimates made 


41 Research Division, Department of National Health and Welfare, Health Care in 
Canada, Expenditures and Sources of Revenue, 1953, Memorandum No. 12, General 
Series, Ottawa, August, 1955. 

42 Ibid. “It is believed that, if such expenditures were included, the over-all total for 
all aspects of Canada’s Health would reach well over 900 million dollars.” 
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in the study by the National Health and Welfare, though they cover more 
than the personal cash outlays for medical and health care in a particular 
year. The two sets of estimates are compared in Table 65. The main 
difference is that the National Health and Welfare study includes all the 
operating costs of government hospitals whereas the national accounts 
personal expenditure series includes only the payments by patients to these 
government hospitals. The two estimates are similar in the sense that all 
operating costs of general, private and public non-commercial and com- 
mercial hospitals are included. The other main difference between the two 
estimates concerns drugs. In the National Health and Welfare estimates, 
a figure is set down for the personal expenditure on prescribed drugs. In 
the national accounts, sales of drugs, cosmetics and toilet preparations are 
lumped together, the total also including the various other items sold by 
drug stores. When the coverage of the two measures is similar, so are the 
estimates of the total costs of the nation’s personal health bill. 


To provide some estimate of trends in the total cost of the personal 
health bill, certain adjustments have been made to the national accounts 
estimates of personal expenditure on medical and health services. The main 
procedure has been to estimate the revenue other than from paying patients 
of government hospitals and to add to this an estimate of the apparent 
Canadian consumption of drugs, prescribed and other. These data have 
been set out in Table 66. The data suggest that the total personal health 
bill of Canadians accounts for almost the same proportion of G.N.E. now as 
it did in 1930. However, the total is a higher ratio of personal expenditure 
on consumer goods and services now than it was in 1930, mainly because 
total personal expenditure has grown less rapidly than G.N.E. since that 
time. 


If we turn to personal expenditure on medical care and physician 
services and such like, as measured in the national accounts, (excluding the 
expenditure on drugs), it appears that the personal outlays have increased 
somewhat more rapidly than total personal expenditure but less rapidly 
than G.N.E. during the last three decades. (See Table 66.) It should be 
emphasized that the figure for personal expenditure on medical and health 
care in consumer expenditure exceeds the actual cash outlays because the 
estimates include the total operating costs of public and private hospitals 
rather than the payments by private patients to these hospitals. There 
appears to have been a rather small change in the proportion of personal 
budgets and G.N.E. devoted to meeting the nation’s health needs. 


There are a number of other indicators of comparatively modest size 
or modest change in the proportions of the nation’s resources devoted to 
health services. Table 67 presents data on the number of physicians relative 
to the Canadian population. This shows that the number of physicians per 
capita was higher by 1954 than in almost any previous year, but only 
slightly larger than in 1921, 1931 and 1941. Table 68 presents selected 
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Canadian family budget data on medical care. The proportion of consumer 
expenditure devoted to medical care, judged by the family expenditure data, 
is slightly higher than is indicated by the national accounts. However, the 
latter excludes drugs while the former includes drug items. When adjust- 
ment is made for this difference in coverage the level of expenditure on 
medical care is about the same as in the national accounts. The family 
budget information suggests that the proportions of consumer expenditure 
devoted to medical care in Canada was about the same in 1947-48 as it 
was in 1937-38, but that a significant increase took place between 1947-48 
and 1953. This increase confirms indications provided by the national 
accounts. Finally, data in the taxation statistics published by the Department 
of National Revenue indicate that comparatively few taxpayers have had 
medical expenses in excess of 3% of their gross income in recent years. 
This is another indicator that the national accounts and family budget 
estimates of medical expenses cannot be significantly off the mark. 


Comment on trends in personal expenditure on health care 


It has been noted that the personal expenditure on health care accounts 
for a not very much larger proportion of total personal expenditure now 
than it did almost three decades ago, though there has been a considerable 
increase in the proportion in recent years. In Canada, up to this point, the 
provision of or demand for medical care has mainly depended on the 
willingness and ability to pay of individual private purchasers of medical 
services. It is true that an increasing proportion of the total medical bill 
has been met by governments, either by the provision of free government 
hospital services or by means of various types of subsidy to the public 
and private hospitals. Nevertheless, the main source of expenditure on 
health services in Canada remains the private individual. In recent years 
there has been a very rapid increase in the use of prepaid medical plans, 
under provincial arrangements in three provinces and under semi-public 
arrangements like the Blue Cross in most other provinces, as well as the 
development of additional private insurance company plans. By pooling 
the risk of medical expense, the full burden of any particular piece of 
medical care is somewhat removed from the individual. In recent years an 
increasing proportion of consumer budgets have been devoted to medical 
care suggesting that a considerable increase in the demand for services by 
individuals might be expected to accompany a further extension of medical 
insurance arrangements. The proposition about medical services depending 
on the ability and willingness of individuals to pay must be qualified for 
the poorer sections of the community. Extensive public aid for such people 
is available; in addition it is well known that these people are often charged 
lower fees for the same professional medical services than is charged to 
people with a higher income. 
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In the broadest sense, the advances in medical knowledge and practice 
are reflected in the growth and pattern of expenditure on health care. On 
the North American continent, the crude death rate per thousand has fallen 
to very low levels. This is mainly due to the decline in infant mortality, 
to the decline in the mortality of mothers at the time of childbirth, and to 
the control of communicable diseases. Average life expectancy at birth 
has increased considerably. The increase in life expectancy of the popu- 
lation means that the degenerative diseases and chronic illnesses have become 
much more important parts of medical care. Preventive medicine does not 
appear to be an enormously expensive business for the community, but the 
continued care for older people can be very costly indeed. The development 
of various drugs and pharmaceutical preparations has led to a comparatively 
rapid growth in the proportion of the medical bill consisting of such outlays. 
Another factor which influences the relative growth in medical expenses is 
the increase in the costs of providing any specific service. Medical service 
is a very labour intensive activity. For example, American data indicate 
that it takes about 1.5 hospital workers per patient in a general hospital. 
As labour becomes relatively more expensive, the relative cost of providing 
such services tends to increase compared with the general level of prices of 
goods and services. Part of the growth in the proportion of consumer 
budgets devoted to medical services must be attributed to this cause. In other 
words, to provide any given level of medical service, it takes larger and 
larger real outlays. When comparatively modest increases in the level of 
medical care per capita are added to the increasing real cost of medical 
services, it is not surprising that the total outlays for medical expenditure 
have grown so rapidly during the past three decades. 


Various attempts have been made to determine whether the com- 
munity tends to devote increasing proportions of its income to medical 
services as income increases. The available evidence indicates that, so long 
as the major part of the cost of any particular piece of medical attention 
must be borne by the individual more or less at the time of the service, the 
outlays on medical services tend to grow at least as rapidly as incomes. 
Some bare minimum of health care will be demanded by the public no matter 
how poor the general economic circumstances. However, there is a very 
great possibility for expansion of the demand for medical services as eco- 
nomic circumstances improve. The care of teeth is one of the most obvious 
examples. Studies of medical “needs” in the United States have clearly 
indicated that in the poorer states or regions, a very large number of medical 
conditions which could be improved by treatment are in fact receiving no 
treatment. This is very largely a cost of or the price of poverty. Un- 
doubtedly the same condition exists in Canada. 


One of the most difficult problems in appraising trends in medical 
care concerns the improvement in diagnosis and the change in social attitude 
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toward certain illnesses. Statistics on mental institutions suggest that the 
incidence of mental illness is very much higher than it was three decades 
ago. It is difficult to know whether this is a genuine increase, or whether 
it represents a change in diagnosis or in social attitude toward such illness. 
The same problem applies to some extent to other forms of illness. At one 
time people with “consumption” or with lung cancer bore their hacking 
coughs in private and died relatively quickly. At least so far as tuberculosis 
is concerned, this is certainly no longer true. 


Prospects for personal expenditure on medical care 


The concern in this section is with the personal expenditure on medical 
care, which includes all personal health services except the government costs 
of government hospitals. In our judgment the prospects are for a somewhat 
larger fraction of total personal expenditure to be devoted to these purposes, 
probably increasing from something like 3.85% of total personal expenditure 
between 1952 and 1955 to 4.75% of total personal expenditure in 1980, 
both estimates in 1949 constant dollars and excluding drugs. If the group 
were measured in 1955 prices, the increase would be more like from 3.9% 
of total personal expenditure to 4.9% of total personal expenditure during 
the same period, again excluding drugs. If drugs were added into the 
expenses,*? the increase would probably be from about 4.45% of personal 
expenditure to 5.55% of total personal expenditure, both measurements in 
constant 1949 prices. 


These judgments are based on the following considerations. 


1. As was indicated in the study of housing and social capital 
prepared for the Commission, the public health authorities 
consider that the present supply of hospital beds per capita is 
inadequate. The social capital expenditures have been pro- 
jected on the assumption that the active treatment beds will 
increase from about 5.1 per thousand people in 1956 to about 
5.5 in 1980, that chronic convalescent beds will increase 
from about 0.6 per thousand people in 1956 to about 1.5 per 
thousand in 1980 and that the rated bed capacity of mental 
hospitals will increase from about 3.5 per thousand in 1956 
to about 4.5 by 1980. These projections mean that the 
average level of hospital services per capita is expected to 
increase substantially. In addition, if past trends are any 
guide to the future, it appears likely that the average level 
of service per bed of each type will probably increase. In 
particular, it is expected that the treatment of mental patients 


43 Because of statistical difficulties, expenditures on drugs have been dealt with in the 
next section along with cosmetics and toilet preparations. 
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will take increasingly active forms. These considerations 
suggest that the per capita level of medical services may be 
expected to increase substantially in the future. 


i) 


. In recent years, there has been a significant increase in the 
fraction of personal budgets devoted to medical care, and this 
paralleled the rather rapid increase in the prepaid medical 
insurance arrangements or provincial health plans. It seems 
likely that these arrangements will be extended and that they 
will be accompanied by an increased demand for medical 
services per capita. 


3. While an increasing share of the medical bill of the nation 
may be covered by various forms of government subsidy, 
this will not, by itself, affect (what is called) the personal 
expenditure on medical care. The personal expenditure item 
covers all of the health bill except the government costs of 
government hospitals. Thus, unless the government costs of 
government hospitals increase much more rapidly than the total 
health bill of the nation, the personal expenditure item should 
increase more or less proportionately with the total health bill. 


All of the projections have been made in terms of constant 1949 
dollars or constant 1955 dollars. This means that the relative cost of 
medical services compared with the general level of prices of consumer 
goods and services is assumed to be the same in the future as it was in 
1949 or in 1955. It is highly likely that the relative cost of medical care 
will increase substantially in the future, thus suggesting that the fraction 
of personal budgets devoted to medical care, when measured in current 
dollars of the future will likely be somewhat larger proportions of total 
personal expenditure than those projected in constant dollars. The pro- 
jections are summarized in Table 69. 


(c) Burial Expenses, Cemetaries and Crematories 


While Canadians apparently devote smaller proportions of their budgets 
to the burying and caring for their dead now than they did in the late 
1920’s, there has been a considerable increase in the expenditure per death 
(measured in constant prices) during the past three decades. We see no 
reason to expect a reversal of this trend. Moreover, the rate of decline in 
the crude death rate will likely be smaller in the future than in the past 
three decades. Thus one might reasonably expect a more rapid increase in 
this group of expenditures in the future than during the past three decades. 
We have projected these expenses at 0.35% of total personal expenditure 
in 1980 compared with an estimated 0.29% between 1952 and 1955. 
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Table 65 


PERSONAL HEALTH COSTS AND PERSONAL EXPENDITURE 
ON HEALTH, 1953 


National Health and Welfare 


Hospital care 
Public and private hospitals... . 
Tuberculosis sanatoria......... 


Physicians’ services............. 
Dentalicates meres. ing 
Nursing services and other services 


Sub=potalimen qereycca ce co heics 
Sub-total less gov’t hospitals 
plus private payments to gov’t 
MOSPitalSeeeed veers cece 


Administration of health plans... 


Sub-total adjusted............ 
RrescribedhdnuiSsmmeem ccs s...& she on 


MOlaliee rere so ae 


National Accounts 


($ millions) 


273.0 
32.0 
120 
40.0 


402.0 
170.0 
72.0 
25.0 


267.0 


669.0 


(555) 


220) 


Hospital Care: operating costs of 
public and private hospitals plus 
an estimated $15 million pay- 
ment by private individuals to 
government hospitals.......... 


Medical care, dental care, osteo- 
paths, chiropractors, optome- 
trists, private duty nursing..... 
293.8 
Sub-totaliqn casetince ssa ee 599.2 
Administration of health plans... 28.7 
Workman’s and railway compen- 
SALIONM Se stn rn, ie ae ee —25.0 
Sub-total ery seer aie arse 602.9 


SOURCE: Dept. of National Health and Welfare, Health Care in Canada: Expenditure and Sources 
of yi aealtie 1953: Memorandum #12, General Services, Ottawa, August 1955. 
D.B.S., National Accounts, Income & Expenditure. various issues, and data made 
available by the National Income Section of D.B.S. 
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Table 67 


ACTIVE PHYSICIANS AND POPULATION PER PHYSICIAN 
IN CANADA, 1901-54? 


Physicians> 

Armed Total Population per 

Year Civilian forces active active physician® 
TSO Gun) herent ce rae 5,475 dq d 972° 
DOMME Pest) SAPP Poe eaten teva nets 7,411 a d 970° 
DBS IOAN Cas TN RUN rte Sams kn Be 8,706 qd q 1,008¢ 
TOSI Gs: Be) Wamyetisse tee ce goths 10,020 d d 1,034¢ 
OA EN( Rear) ener mecha tara 10,723 1,150 11,873 968 
TSASE(Miarchy) ae wareasiceieete crore 8,614 3,006 11,620 1,014 
TOATIGIULY \etdsvetie cece ses 13,098 165 13,263 946 
NGAS (Sept tow ateiee ene ros 13,259 114 13,373 959 
TOAOSG Fo Mh) Schate Bonk sasccny: 13,726 147 13,873 969 
PO SMG (MUMS) vec ere coxeaskece cs 14,163! 178 =14,3418 977 
LOS As Geom) erm te cite etek. 15,6512 3802 16,031e 948 


a Jubonand Northwest Territories excluded for 1947, included for 1948-52; Newfoundland included 
or -54. 

6b 1901 to 1941, Census data; 1943 to 1951 and 1954, Physicians Register, Departm 
Health and Welfare; 1954, preliminary. = par tipent of Naeonal 

¢ Based on D.B.S. intercensal estimates (revised) as at June 1 of the years concerned. 

4 Not available. 

© Per active civilian physician. 

f Does not include graduates of 1951. 

« Does not include graduates of 1954. 


Table 68 
SELECTED FAMILY BUDGET DATA ON MEDICAL CARE IN CANADA 
1937-38 1947-48 1953 
: $ $ 
1. Total consumption expenditure per family.. 1,380.0 2,589.0 3,821.0 
2. Health maintenance: 
He Milas Ini i BNE. ds once emorhias moor 64.0 — — 
ane ile taenic hi fami liGsiven teehee eeeeeenete el SORES — 
ComAllbfarmilieseemetsiece ke cise cctres eetate cto cpeye: 63.0 115.0 188.0 
3. % of consumption on health maintenance... 4.57 4.44 4.92 


NOTE: Health maintenance expenditures: 
1937-38: includes medicines and drugs, eye-glasses, other health supplies, doctors’ 
fees, dental fees, nursing services at home, hospital fees, accident and health insurance 
services, cemetery maintenance, and funeral and burial expenses. 
1947-48: includes services of doctors, dentists, etc., eye care, hospital and nursing care, 
psychotherapy, medicines and drugs, prepaid health care and health and accident 
insurance. 


SOURCE: D.B.S., Family Income and Expenditures, Surveys of 1937-38, 1947-48, and 1953. 


Table 69 


PROSPECTS FOR PERSONAL EXPENDITURE ON MEDICAL CARE 
(EXCLUDING DRUGS) AND BURIAL EXPENSES 


Total personal expenditure 


on health services in % of total 
millions of constant (1949) dollars personal expenditure 
(SOX GEO LO NE eG ieee Sy otal oe eto Ore ee 223 Bei 
1952255) Soe ereEo emlersicks Ole The sot ehh anols 554 4.13 
LOGS. eM Te crepe eecbeie lots eckagere 925 4°35 


PRO Rec cconob condo soepe momar auc 2125 5.10 
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XI. Drugs, Cosmetics, Toilet Preparations, Miscellaneous 
Drug Store Products and Personal Care 


So far as can be determined from the available data, Canadians have 
apparently spent increasing fractions of their budgets on drugs, cosmetics, 
toilet preparations and miscellaneous drug store items (other than pharma- 
ceutical products), during the past three decades, and a roughly constant 
proportion of their budgets on barber shops, beauty parlours and miscel- 
laneous personal services. In constant dollars, the fraction of the total 
personal budget devoted to drugs, cosmetics, and so on, has increased more 
rapidly than in current dollars, whereas the fraction devoted to barber 
shops and personal care has decreased. 


Table 70. 


PROPORTIONS OF TOTAL PERSONAL EXPENDITURE ON 
COSMETICS, TOILET PREPARATIONS, MISCELLANEOUS 
DRUG STORE ITEMS AND PERSONAL CARE 


Item % of total personal Expenditure 
expenditure in 1952-55 

as % of 
1926-29 1952-55 1926-29 


Part A: Current dollar estimates 
1. Barber shops, beauty parlours and miscellaneous 


personalServicesas eee eee eee 0.74 ORT 393 

2. Drugs, cosmetics and toilet preparations........ ie78 1293 423 
of which: 

(a)* Estimated: pharmacenticals...g.2 ce. ae. cmeee 0.61 ORS 415 

(b)2Other itemsaesee eee eee ae eee ipl. 1.18 354 

3. Lotalipersonaliexpendituresee) aa eeen eee _ — 337, 


Part B: Constant (1949) dollar estimates 
1. Barber shops, beauty parlours and miscellaneous 


IDETSONAIESERVICES 75 yu... rae era Fae eee ee 0.88 0.74 192 

2. Drugs, cosmetics and toilet preparations........ 1.40 2.06 332 
of which: 

(a) Estimated pharmaceuticals................. 0.49 0.76 344 

(Dye Other 1temisactectngoe-ad s, pore Ieee peonee 0.91 1.30 324 

3. Lotal personal expenditure. ... 1+...) ee bo ee — — 22 


The difference between the current and constant dollar indicators of 
trends is due to the personal services increasing in price by more than the 
average increase in the price of consumer goods and services, whereas the 
prices of drugs, cosmetics, and toilet preparations have apparently increased 
by less than the average. Another way of looking at the trends is to com- 
pare the growth in per capita Canadian expenditure (in constant dollars). 
Expenditures on cosmetics, toilet preparations etc. and drugs have apparently 
increased more rapidly than per capita real incomes, whereas per capita 
expenditure on barber shops, beauty parlours and miscellaneous personal 
services have apparently increased much less rapidly than per capita real 
incomes. 


TRENDS AND PROSPECTS: THE DISTRIBUTION OF CONSUMER EXPENDITURE 


In discussing these trends, the word apparent has been used; this is 
because the available data on the classes of expenditure being considered 
in this section are not completely satisfactory. The national accounts data 
set out the retail sales of drugs, cosmetics and toilet preparations, which 
is in fact the sales of drug stores. We would very much prefer to deal with 
drugs, particularly of the prescribed types, as part of the personal expendi- 
ture on medical care. From the available data on the production, import 
and export of drugs and pharmaceutical products, an estimate of the 
apparent Canadian domestic consumption of pharmaceutical products was 
made. Adjusting this for retail and wholesale markups, an estimate of the 
retail sales of drugs was made. The difference between this estimate and 
the national accounts total for sales of drug stores was taken as an estimate 
of the sales of cosmetics, toilet preparations and miscellaneous drug store 
items. Data on the production and international trade in cosmetics and 
toilet preparations are even less satisfactory than that concerned with 
pharmaceutical products, but the available data indicated a more rapid 
increase in Canadian sales of such items than of pharmaceutical products. 
The data imply that sales of the miscellaneous drug store items, which 
include such staple items as soap and shaving supplies, have increased less 
rapidly than the sales of either drugs or cosmetics and toilet preparations 
during the past three decades. 


In our judgment, the proportion of total personal expenditure measured 
in constant (1949) dollars which will be devoted to barber shops, beauty 
parlours and miscellaneous personal services will be smaller in the future 
than at the present time, while the proportion devoted to cosmetics, toilet 
preparations and miscellaneous drug store items will increase. We have 
tentatively set the whole group down at 2.25% of total personal expendi- 
ture in 1980 compared with about 2.00% at the present time. When drugs 
were included, we would expect the whole group to be about 3.25% of total 
personal expenditure by 1980 compared with 2.80% between 1952-55. 
All of these proportions are calculated on a 1949 constant dollar basis. 
It is our expectation that these future proportions will be somewhat larger 
when measured in current dollars of the future, as the group includes a 
comparatively large proportion of services which will probably become 
relatively more expansive over time. 


Our judgments are based on the following considerations. 


1. The volume of haircuts per adult male and per child will not 
likely increase. Some increase in the volume of beauty treat- 
ment per adult female may take place, but the average per 
capita volume of such personal services is unlikely to increase 
greatly. 

2. Medical advances imply increased use of pharmaceuticals. 


3. Drug stores are increasingly important outlets for various 
kinds of gadgetry, the sales of which will probably increase 
more rapidly than total personal expenditure. 
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XI. Drugs. Cosmetics, Toilet Preparations, Miscellaneous 
Drug Store Products and Personal Care 


So far as can be determined from the available data, Canadians have 
apparently spent increasing fractions of their budgets on drugs, cosmetics, 
toilet preparations and miscellaneous drug store items (other than pharma- 
ceutical products), during the past three decades, and a roughly constant 
proportion of their budgets on barber shops, beauty parlours and miscel- 
laneous personal services. In constant dollars, the fraction of the total 
personal budget devoted to drugs, cosmetics, and so on, has increased more 
rapidly than in current dollars, whereas the fraction devoted to barber 
shops and personal care has decreased. 


Table 70 


PROPORTIONS OF TOTAL PERSONAL EXPENDITURE ON 
COSMETICS, TOILET PREPARATIONS, MISCELLANEOUS 
DRUG STORE ITEMS AND PERSONAL CARE 


Item % of total personal Expenditure 
expenditure in 1952-55 
as % of 


1926-29 1952-55 1926-29 
Part A: Current dollar estimates 
1. Barber shops, beauty parlours and miscellaneous 


personaliservicesse ee eee eee 0.74 ORT T 393 
2. Drugs, cosmetics and toilet preparations........ es 1°93 423 
of which: 
(a) Estimated pharmaceuticals................. 0.61 0.75 415 
(b) Other items 2" 4. ee ee a ee Pet 1.18 354 
3 Total personaliexpenditure..5.. sane ee re — a 337 
Part B: Constant (1949) dollar estimates 
1. Barber shops, beauty parlours and miscellaneous 
personaliservices 5... ee eee eee 0.88 0.74 192 
2. Drugs, cosmetics and toilet preparations........ 1.40 2.06 332 
of which: 
(a) Estimated pharmaceuticals................. 0.49 0.76 344 
(b)- Other itemsat.sercce oe oc ee ee 0.91 1630 324 
2s, a Otal personal expenditure... yee ee eae eee — — 227 


The difference between the current and constant dollar indicators of 
trends is due to the personal services increasing in price by more than the 
average increase in the price of consumer goods and services, whereas the 
prices of drugs, cosmetics, and toilet preparations have apparently increased 
by less than the average. Another way of looking at the trends is to com- 
pare the growth in per capita Canadian expenditure (in constant dollars). 
Expenditures on cosmetics, toilet preparations etc. and drugs have apparently 
increased more rapidly than per capita real incomes, whereas per capita 
expenditure on barber shops, beauty parlours and miscellaneous personal 
services have apparently increased much less rapidly than per capita real 
incomes. 
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In discussing these trends, the word apparent has been used; this is 
because the available data on the classes of expenditure being considered 
in this section are not completely satisfactory. The national accounts data 
set out the retail sales of drugs, cosmetics and toilet preparations, which 
is in fact the sales of drug stores. We would very much prefer to deal with 
drugs, particularly of the prescribed types, as part of the personal expendi- 
ture on medical care. From the available data on the production, import 
and export of drugs and pharmaceutical products, an estimate of the 
apparent Canadian domestic consumption of pharmaceutical products was 
made. Adjusting this for retail and wholesale markups, an estimate of the 
retail sales of drugs was made. The difference between this estimate and 
the national accounts total for sales of drug stores was taken as an estimate 
of the sales of cosmetics, toilet preparations and miscellaneous drug store 
items. Data on the production and international trade in cosmetics and 
toilet preparations are even less satisfactory than that concerned with 
pharmaceutical products, but the available data indicated a more rapid 
increase in Canadian sales of such items than of pharmaceutical products. 
The data imply that sales of the miscellaneous drug store items, which 
include such staple items as soap and shaving supplies, have increased less 
rapidly than the sales of either drugs or cosmetics and toilet preparations 
during the past three decades. 


In our judgment, the proportion of total personal expenditure measured 
in constant (1949) dollars which will be devoted to barber shops, beauty 
parlours and miscellaneous personal services will be smaller in the future 
than at the present time, while the proportion devoted to cosmetics, toilet 
preparations and miscellaneous drug store items will increase. We have 
tentatively set the whole group down at 2.25% of total personal expendi- 
ture in 1980 compared with about 2.00% at the present time. When drugs 
were included, we would expect the whole group to be about 3.25% of total 
personal expenditure by 1980 compared with 2.80% between 1952-55. 
All of these proportions are calculated on a 1949 constant dollar basis. 
It is our expectation that these future proportions will be somewhat larger 
when measured in current dollars of the future, as the group includes a 
comparatively large proportion of services which will probably become 
relatively more expansive over time. 


Our judgments are based on the following considerations. 


1. The volume of haircuts per adult male and per child will not 
likely increase. Some increase in the volume of beauty treat- 
ment per adult female may take place, but the average per 
capita volume of such personal services is unlikely to increase 
greatly. 

2. Medical advances imply increased use of pharmaceuticals. 

3. Drug stores are increasingly important outlets for various 


kinds of gadgetry, the sales of which will probably increase 
more rapidly than total personal expenditure. 
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XII. Personal Expenditure on Universities, Private Education, 
Welfare, Religious and Related Services and Selected 
Recreational Services 


(a) Trends 


There is nothing particular to recommend this grouping of miscel- 
laneous services, except perhaps some closeness of substitutability among 
the items in the personal budget. The group includes the operating costs 
of universities, commercial and trade schools and other private educational 
institutions, the operating expenses of private non-commercial charitable 
and benevolent institutions, the expenditure of religious organizations (other 
than on housing, food, clothing, automobiles and other goods which are 
included elsewhere), paid admissions to motion picture theatres, billiard 
parlours, bowling alleys, camps and tourist grounds, and an estimate of 
personal expenditure on hotel accommodation and foreign tourist items. 
In considering trends in expenditure, it is probably best to consider the 
individual items, rather than the group as a whole. 


The operating costs of universities appear to have increased more 
rapidly than total personal expenditure, or G.N.E. during the past 25 years 
(see Table 71). However, because the higher expenditure is associated with 
a significant increase in the proportion of the population which attends 
universities, a very small addition has been made to the real expenditure 
per student engaged in university education in Canada. A rough calculation 
indicates that total operating expenditures of universities per capita, in 
constant dollars, increased approximately 55% between 1930 and 1955, 
while the number of students per capita increased by about 34%. In view of 
the increased proportion of university students in such relatively expensive 
courses as engineering, this is a very modest increase indeed. Further, it 
lends some support to the view that there has been a significant decline 
in the real incomes of those engaged in university education compared with 
the community at large. 


The operating expenditures of trade and commercial schools and other 
private educational institutions have apparently declined substantially as a 
proportion of total personal expenditure. Technical education has been 
increasingly available from public schools. The private school does not seem 
to be one of the important ways in which Canadians spend their enlarged 
incomes. 


Religious and other service and welfare expenditures have both de- 
creased as a fraction of total personal budgets during the past 30 years. 
(See Table 71.) The religious and other related expenditures are an esti- 
mate of the operating costs not included elsewhere for religious organizations. 
This group includes the wages and salaries of religious organizations, the 
costs of maintenance, heat, etc., of religious structures, and miscellaneous 
supplies. The welfare item is an estimate of the operating expenses of 
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charitable and benevolent private non-commercial institutions. The decline 
in the fraction of personal budgets devoted to welfare expenditures appears 
to be explainable in terms of the relative growth of government activities 
in charitable and welfare institutions. The decrease in the fraction devoted 
to religious and related expenditures is less amenable to explanation; it 
suggests that a progressively smaller part of our personal budgets has been 
devoted to church work. 


Turning to recreational expenses, casual observation suggests that 
Canadians are devoting larger and larger fractions of their expenditures and 
efforts to such activities. There is an element of recreation to a wide variety 
of purchases, including a substantial part of Canadian expenditure on auto- 
mobiles and their operation, the purchase of sporting equipment, some part 
of the purchase of clothing, restaurant meals and alcoholic beverages. No 
systematic study of recreational expenditures in Canada is available. We 
have selected a few indicators of such expenditures from the national 
accounts data, including paid admissions to movies, sports events and 
concerts, an estimate of personal expenditure on hotels and, from the 
balance of international payments, the estimate of tourist and travel expendi- 
tures abroad by Canadians. (See Table 71.) The available data indicate 
that Canadian expenditures for admissions have decreased as a fraction of 
total personal expenditure, but there is good reason for believing that the 
national accounts estimates of such expenditures are understated in recent 
years. In the first place, they do not include a wide range of membership 
fees, such as for swimming clubs and golf clubs. In the second place, the 
whole group has been extrapolated since 1951 on the basis of movie at- 
tendance, a group of paid admissions which have declined more rapidly 
than the average, in competition with television. Similarly, the data suggest 
that personal expenditures on hotels account for a smaller fraction of total 
personal expenditures now than they did in the late 1920’s. This also is 
partly a statistical illusion because the expenditure series does not adequately 
measure expenditures on motels and cabins. 


Canadian expenditure on foreign travel is a recreational expenditure 
ot very considerable importance. Because of the way in which expenditures 
on goods and services are measured in Canada, it is the net expenditures by 
Canadians abroad which is the relevant item for inclusion in the national 
accounts. However, as an indicator of the recreational expenditure by Cana- 
dians, a more useful indicator is the gross expenditures by Canadians on 
foreign tourism. The data in Table 71 show that this group of expenditures 
is about the same proportion of total personal expenditure now as in the 


late 1920’s. 


(b) Prospects 


For some of the items considered in this section, a few useful things 
may be said about prospects, items like expenditure on private education, 
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paid admissions to entertainments and foreign tourism. For others, nothing 
but wild guesses can be made. 

It seems almost inevitable that the full-time enrolment in Canadian 
universities will increase rapidly during the next 25 years. The study of 
housing and social capital prepared for the Commission suggests that the 
university enrolment will probably be about 133 thousand students in 1964- 
65, compared with 70,200 in 1954-55, and that the enrolment will be 
between 235 thousand and 267 thousand by 1979-80. This implies approx- 
imately a 150% increase in the per capita enrolment of students in 1980, 
compared with an expected increase in per capita G.N.E. and personal 
expenditure on all goods and services of about 70%. It follows that the 
operating costs of universities may be expected to increase much more 
rapidly than either G.N.E. or personal expenditure; our guess is that such 
operating costs will be three to four times present levels by 1965 (while 
total personal expenditure is expected to increase by 50%), and be at least 
six times present levels by 1980 while total personal expenditure is expected 
to reach about 290% of present levels. On the other hand, for some time 
trade and commercial schools, other than those which are publicly supported, 
have been declining relative to the total economy and such a decline is 
expected to continue. Other private education has accounted for a fairly 
stable proportion of total personal expenditure and this should continue. 
We have no satisfactory basis for setting out the prospects for welfare and 
religious and other related services. For some time welfare expenditures 
have been decreasing, mainly, we believe, because of the state taking over 
these functions. The decline of private welfare institutions will likely con- 
tinue. A very severe decline was found in the religious and related expendi- 
tures, a decline which could not continue at the past rate. For want of a 
better idea, this item has been set down at the 1955 proportion of total 
personal expenditure. 

In recent years, paid admissions to various forms of entertainment 
have decreased as a proportion of total personal expenditure, largely reflect- 
ing the sudden development of other entertainment media. While we would 
not expect a revolutionary change from the present position, it seems likely 
that the present proportions of the consumer budgets devoted to paid 
entertainment are unusually low. We have set them down at 1.60% of the 
consumer budget in 1980. Similarly, it is our expectation that foreign travel 
by Canadians will probably continue to grow almost proportionately with 
the increase in personal incomes, while expenditures by foreign tourists in 
Canada will continue to grow but at a rate slower than the increase in 
Canada’s G.N.E. In other words, we do not expect the relative decline of 
foreign tourism in Canada to be as rapid as between 1926-29 and 1952-55, 
a decline from about 4.13% of total personal expenditure in Canada to 
1.91%. The implied judgments are summarized in Table 72**. 


44 Estimates of the prospects for foreign travel in Canada are taken ome REEVE 
Anderson, The Future of Canada’s Export Trade, Ottawa, 1957. 
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Table 71 


PERSONAL EXPENDITURE ON PRIVATE EDUCATION, 
WELFARE AND RELIGIOUS SERVICES AND SELECTED 
RECREATIONAL AND OTHER SERVICES 


Expenditure in current $ % of total personal expenditure 


Average 
1952-55 
Average Average as % of 


1926-29 1952-55 1926-29 1955 1926-29 1930 1952-55 1955 


. Universities..... 


n.a. 12 n.a. 81.0 nea O40 OR4658 0047 
. Trade and com- 
mercial schools. n.a iy 2 n.a. 18.4 na OS19 Os100 Ont 
. Other private 
education...... n.a ize n.a 13.9 n.a 0.08 0.08 0.08 
4. Total private 
education 
((1)+(2)+(3)) 27.3 100.0 366 =. 113.3 OF65) 20% 725 4 0n63) 910.66 
ee Welfares as... Ore DSA: 262 25.8 Of 23R LOL 22 SOG eOntS 
. Religious and 
other related 
SERVICES Heine ate 35.9 51.5 143 SEE 0.86 0.83 0.33 0.30 
. Paid admission- 
FECreatlonee as. 73.5 2362 3208 2292 PeySue 164 1.498 1.342 
Hlotelsi serena: 13.6 41.2 303 41.0 OF 320858 Os 26mm Ons 
. Canadian tourist 
expenditure 
abroad scqeeas oe 101.0 382 378 6441 2 le ed len 2 42) 59 
. Expenditure of 
foreign tourists 
Tie Cama dane —173.0 —302 -175 -329 4313 -—4.13 =1.91 =1.93 
Total personal 
expenditure.....4,188.1 15,804 377 16,900» — — —- a 
(2 totals 
Lines 4 to 9 261.0 836.1 320 §=©901.7 Se Pe Sie Maine eos 
13. Total, 
Lines4to10 88.0 534.1 607 — S727 2R09F 74 9 3c S8eemoeso 


* This series has been projected from 1951 on the basis of paid admissions to movie theatres and 
therefore understates the value of total paid admissions. 


b Unrevised published estimate. 


SOURCE: Computed from Canada’s National Accounts and from data made available by the 
National Income Section of D.B.S. 
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Table 72 


PROSPECTS—CANADIAN EXPENDITURES ON PRIVATE EDUCATION, 
WELFARE AND RELIGIOUS ACTIVITIES AND ASSORTED 
RECREATIONAL ACTIVITIES 


%y of total personal Expenditure in 1955 $ 
expenditure (millions) 


an 


1952-55 1955 1965 1980 1952-55 1955 1965 1980 


1. Universities......... 0.46 0.47 0.62 0.80 WAST 81.0 225 500 
2. Other private 

educationemn «emer OclLSe OES VORI7e -0n15 ise} Sys! 45 15 
31) Welfateseccumvace snk Weis Waals, (Weil Gaui Da: DB at 30 55 
4. Religious and 

related services...... 0538) 0250023050830 Sith oe) 51.6 dP) 145 
5. Paid admissions..... 1.49 1.34 1.60 1.60 236.0 229.0 400 790 
6. Hotelsete:teereesie ac 0226999 0224550230 0230 Al 41.0 5) 150 
7. Canadian tourist 

ExpenGitures.. tests DOD DS) DADO) AD BANS 441 605 1,190 


8. Expenditure of 
foreign tourists in 
Canadawnccnec ree -1.91 -1.93 -1.89 -1.83 -302 —329 -475  -900+ 


9, Total Lines 1to7. 5.20 ~5°28 5352 5.68 "836.1" 901 7455 5205 
10.. Total Lines 1'to 8. 3.29 . 3.35 3563 "3-85 "534.1 (5722 (ae oU gee uu 


11. Total personal 
expenditures. +. 15,804 16,900 25,100 49,100 


a Preliminary figure from R. V. Anderson, The Future of Canada’s Export Trade, Ottawa, 1957. 


XIII. Other Items of Personal Expenditure 


The remaining items of personal expenditures are listed in Table 73*°. 


Table 73 
OTHER ITEMS OF PERSONAL EXPENDITURE 
% of 


Average Total 
expenditure personal 
1952-55 expenditure 


'- ‘Selected ServiCeS ccccccu. cies sae eee ee et ae aaa 159.6 1.01 
Operating costs of life insurance and fraternal benefit 

SOCIELIES 5 esata Sai os ere eee re ree ree 825 .05 

Banks service:-charces samen sitievsrysiere tere. el lcbet diene hee eeke terete 64.3 41 

Gables anditeleonams jcc cine kei rere eerie eerie 10.5 .07 

EXPUOSS. nckeb cious Rimi e Bae woes Ryfolersl Oe BA ee ete een von HAD .04 

Pe sall £ees sc tevcva occu: ctacavevemeVoleiouene so toteie vers (oe assaaverersyeheeornenenes 45.7 -29 

PRostacciandspostalisenviceseer- i. nee isetee ena ietene 42.0 aD 

2. Newspapers, magazines and stationery..........-.--..-.+:. 145.0 .92 

3.) Provincialsand local taxestje as <1 ciea oe ets eee eer 167.6 1.06 

4; Otherieoodsrandiservicesy save Amccrterence er recetetertee terete tener 403.3 2.56 

Motalercns uct syaik oy ieus. Ste Grassi vis Se ee ee 10535 6.68 


45 This list does not include a number of miscellaneous services which are being 
168 introduced into the national accounts in the revision which is now under way. 
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The last item includes a mixture of goods and services on which sufficient 
information has not hitherto been available to classify more precisely, as 
well as residual errors of estimate. 


No special study of these items has been undertaken here, but a few 
obvious points may be raised about the prospects. In the past, there has 
been a trend for postage and cables and telegraphs to account for smaller 
shares of total personal expenditure. This probably reflects the increased 
use of long distance telephone services. The value of personal express 
charges probably reflects the slower rate of increase of prices for such 
services than for the average of consumer goods and services. 


Personal expenditures on newspapers, magazines and stationery have 
increased more rapidly than total personal expenditure in the past. The list 
of miscellaneous goods and services tends to include may items of more 
or less new goods and services. Thus one would expect that when a historical 
classification is used as a basis for projection, the miscellaneous items in 
that classification would account for progressively larger fractions of con- 
sumer budgets. 
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IN CONCLUDING this study, there are a number of questions of varying 
scope which we might usefully explore. Does Canada have a problem of 
too much or too little consumption expenditure? Too much or too little 
personal saving? Or perhaps more appropriately — how, and how effective- 
ly, are the trends in consumption and personal saving adjusted to various 
economic circumstances? What are the more important implications of the 
prospective changes in the distribution of consumer expenditure for the 
growth of agriculture, the housebuilding industry, the consumption of energy 
and other facets of the Canadian economy? Does the change in the level 
and pattern of personal expenditure imply any substantial alteration in the 
short-run fluctuations in consumption and personal saving? This chapter is 
concerned with such questions. 


I. Too Much or Too Little Consumption Expenditure in Canada? 


At various times, economists have been worried about too much or 
too little consumption expenditure or, what amounts to the same thing, too 
little or too much personal saving. Prior to and at the end of World 
War II, some economists were concerned with the problem of secular 
stagnation; that is, with the proposition that highly industrialized economies 
might tend toward persistent unemployment, though of varying degree. 
Those who predicted secular stagnation did so largely on the basis of 
judgments that the level of investment opportunities was diminishing. That 
this might result in persistent unemployment depends on a view that com- 
pensating increases in the level of consumption and reductions in the levels 
of saving would not take place. Thus these economists were concerned 
with too little consumption. 


In recent years, the opposite type of contention has been put forward, 
that is, that levels of consumption are perhaps too high. Increases of total 
spending may be outrunning the increases in the real output, resulting in 
inflationary pressures. Too high levels of consumer expenditure, partly 
based on increased use of consumer credit facilities, and too low levels of 
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personal saving are advanced as part of the cause of this situation. Also, 
in Canada, too little saving for the rate of capital formation is cited as a 
factor in the increased use of foreign capital in recent years. Corresponding 
to these various analyses, the community is told at one time that thrift is a 
bad thing and at another time that there is too little thrift. 


There has been comparatively little investigation of these questions in 
Canada, and the Commission’s work on these questions was necessarily 
very limited. In Output, Labour and Capital in the Canadian Economy, 
the various elements in the national accounts are pulled together along with 
a national saving-investment account in 1980!. Under the full employment 
assumptions of the Commission’s work, this savings-investment account in 
1980 is a balanced one. That balance was achieved by a process of recon- 
ciliation of the various elements in the national accounts, including the 
consumption and personal saving estimates set out in this study. That the 
account is balanced, that a reconciliation could be done while retaining the 
full employment assumptions, reflects in part the belief that there is no 
inherent difficulty in adjusting the level of consumption expenditure to 
achieve full employment conditions. However, the amount of work which 
we were able to do on this question for 1980 was limited; for the period 
between 1955 and 1980, years in which there may be some long cycles of 
increasing and decreasing investment or government activity, our work was 
even more limited. 


Let us turn for a moment to the mechanism by which long-run adjust- 
ments in the level of consumption take place; in particular to the question of 
how, under full employment conditions, the proportion of the nation’s output 
devoted to consumption may be increased or decreased. Start from a full 
employment situation. Assume that there is a long-run increase or decrease 
in the proportion of the nation’s output used to meet government expendi- 
tures on goods and services. Would a compensating change in the pro- 
portion of the nation’s output devoted to consumption take place? We 
think the answer is yes. Except in the short run and except for certain 
capital projects, Canadian governments follow more or less closely a budget 
balancing rule. To attempt to follow such a rule, year by year, in the face of 
fluctuating business conditions would be inappropriate, but to follow it for 
the average full employment year in which stable price levels prevail may 
be good sense. In any case, we believe that long-run budget balancing 
appropriately describes Canadian public financial arrangements. Even 
when public authorities borrow funds for capital projects, there is generally 
some maximum debt-revenue position with which they feel comfortable. 
The important point is that sustained increases in government expenditure 
will be more or less matched by sustained increases in the proportion of 
the gross national income stream which flows into government hands through 


1Wm. C. Hood and Anthony Scott, Output, Labour and Capital in the Canadian 
Economy, Ottawa, 1957. 
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current government revenue-raising arrangements, and thus matched by a 
reduction in the ratio of personal disposable income to G.N.P. By this means 
the levels of consumption expenditures will be reduced, compensating for 
the upward drift in the government’s share of the national output. A secular 
downward drift in government expenditures on goods and services would, 
through the same mechanism, tend to produce compensating increases in 
consumer expenditure. These compensating adjustments will be kept more 
or less in step and in magnitude providing that each new government pro- 
gramme is coupled with the raising of just sufficient revenue, under con- 
ditions of full employment and stable price levels, to pay for the programme”. 


The much more difficult case arises when the disturbance is a long-run 
upward or downward drift in the proportion of the national output used for 
private investment expenditure. Will a decrease in this proportion be com- 
pensated by a corresponding increase in the proportion of the national out- 
put consumed, assuming for the moment that the government share is fixed? 
It is clear that there are some compensating changes, but whether they are 
similarly timed or similar in magnitude is by no means clear. First, gross 
business savings as a proportion of G.N.P. depends to some extent and with 
some lag on the proportion of the nation’s output used for current investment 
purposes. Less rapid investment activity implies a slower growth in the 
stock of capital and, with some lag, a reduction in the annual depreciation 
charges. The lag will be smaller if depreciation is calculated on a diminishing 
balance basis than on a straight line basis. Similarly, the proportion of 
corporate earnings after tax which are retained in the business may decrease 
if the level of investment is diminished, though evidence suggests that the 
target ratios to which companies work in dividing earnings between dividends 
and undistributed profits change rather slowly®. To the extent that the 
ratio of gross business saving under full employment conditions may rise 
or fall as the proportion of the nation’s output used for investment expendi- 
ture increases or decreases, changes in disposable personal income and 
consumer expenditure will compensate for the secular drift in investment 
activity. We doubt that this adjustment will be sufficiently rapid or large to 
compensate precisely for sustained changes in investment activity. Second, 
for a country like Canada, which draws in varying degree on foreign sources 
of capital, it may not be necessary to obtain a precise compensatory move- 
ment in consumption and investment expenditure. If a sustained fall in 
the ratio of domestic investment to G.N.P. in Canada takes place, this may 
be compensated in part, under full employment conditions, by a reduction 
in the ratio of net foreign investment to G.N.P. Similarly, a sustained 


* A change in government expenditure under balanced budget assumptions will usually 
have, a multiplier equal to 1. i.e. the change in G.N.E. will be equal to the change 
in government expenditure. The results may vary somewhat depending upon the 
induced changes in investment and imports. See bibliography for references to lite- 
rature on this subject. 


3 John Lintner, American Economic Review, May, 1956. 
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increase in the ratio of domestic investment to G.N.P. in Canada may be 
compensated not by relative reductions in consumption, but by increases in 
the net foreign investment in Canada. There is some evidence to support 
this contention for Canada, but more work is required before we fully under- 
stand the mechanism. 

Even when we take account of the two points just considered, there 
may be some problem of getting appropriately timed and sufficiently large 
increases in consumption to offset a sustained decrease in the proportion of 
the nation’s output used for domestic investment purposes. Whether, in the 
absence of deliberate government policy, this results in unemployment or 
not, depends on how effectively the market mechanisms, working through 
credit conditions, work to stimulate investment and to stimulate consumer 
spending. This is still an unresolved issue in the economic literature. We 
may simply note two points. First, there is no scarcity of private and public 
investment projects which would be judged worthwhile at lower interest 
rates and under credit conditions which were easier in other respects. 
Second, as consumer spending becomes more effectively related to condi- 
tions in the capital market, it may become more appropriately related to 
long-run changes in credit conditions. 

Before leaving the problem of too little consumption, we should note 
that there is apparently no limit to the desires of our consumers to spend. 
If any sustained period of too little spending develops, there is no problem 
in encouraging consumer spending. All that has to be done is to raise the 
ratio of the personal disposable income to G.N.P. by appropriate tax and 
transfer measures, and to convince the public that the increase is not just 
a temporary windfall. We are convinced that large increases in consumer 
spending would follow. Other methods of dealing with the problem might 
be more appropriate, but such matters are beyond our concern here. 


Consider for a moment the opposite problem, that is a sustained up- 
ward drift in the proportion of the nation’s product devoted to domestic 
private investment. Will the level of consumption be appropriately ad- 
justed? First, political and social considerations aside, the degree to which 
it is necessary to curtail consumption depends on the extent to which the 
higher domestic investment is compensated by a capital inflow from abroad. 
Second, there will be, with some lag, an increase in gross business savings 
as a percentage of the G.N.P., tending thus to reduce consumer spending. 
However, this factor will be insufficient to fully compensate for the in- 
creased investment. Third, tougher credit terms will also discourage 
spending. But it may very well take fairly aggressive government economic 
measures to keep the level of total spending within the bounds of available 
output at stable prices. 


Il. Implications of the Changing Pattern of Consumer Expenditure 


Changes in the pattern of consumer expenditure are important deter- 
minants of the shape of the Canadian economy. Two or three examples may 
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be noted. First, it is our judgment that increasing proportions of the personal 
budgets of Canadians will be devoted to durable household goods, sporting 
and hobby equipment, drugs, automobile operation and recreation and 
smaller fractions to, for example, clothing and textiles, tobacco, and soaps 
and cleaning supplies. If these views are correct it follows that the growth 
of the first-named group of industries is going to be much more rapid than 
the others in the future. These matters have been discussed at some length 
in the study of Canadian secondary manufacturing industry*. Second, it seems 
likely that the batch of commercial activities which Canadians will buy as 
part of their expenditure on food and clothing (and other goods) will increase 
relatively. Canadians are well behind United States residents in the adoption 
of frozen foods, packaged meat, prepared salad dressings and various 
ready-cooked foods. The proportion of the Canadian budgets devoted to 
eating out is much smaller than in the United States. It is the improved 
quality and exotic variety of food demanded and the increased use of com- 
mercial food preparation activities which underlie our expectation of com- 
paratively rapid increase in Canadian expenditure on food. The growth in 
the expenditure on food implies an attractive market for Canadian farm 
produce; nevertheless, the gap between the retail price and the farm price 
of food products will probably be enlarged. 


The proportion of their personal budgets which Canadians devote to 
shelter is expected to decrease. This means that the construction of housing 
will probably account for a substantially smaller proportion of G.N.P. in the 
future than it has in recent years. However, the levels of personal expendi- 
ture on housing which we have projected will only be realized if there is a 
significant improvement in the average quality of Canadian housing in the 
future. It is by no means clear what the tastes of Canadians will be in this 
regard. A relative decline in investment in housing is of very great signifi- 
cance to municipal authorities; as their tax base is largely residential real 
estate, it could mean a relatively shrinking revenue. 


Hl. Short-Run Fluctuations in Consumption 


It would be misleading to finish this study without some reference to 
short-run fluctuations in consumption. In early post-Keynsian days it was 
popular to treat consumer expenditure in the short run as determined by 
incomes, with the general belief that the income-consumption relationship 
was a highly stable one. Thus short-run fluctuations in consumption were 
explained almost completely by fluctuations in incomes. The predictive 
value of some of the statistical consumption-income relationships has been 
poorer than was expected. There are two ways in which research workers 
can then proceed. Either they can accept the all-pervading importance of 


*D. H. Fullerton and H. A. Hampson, Canadian Secondary Manufacturing Industry, 
Ottawa, 1957. 
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income as a determinant of consumption and seek to improve the measure- 
ment of the relationship between consumption and income, or they can 
introduce other variables as determinants of consumption. If the latter 
course is adopted, the problem becomes one of testing and estimating more 
complex economic relationships. Both avenues have been explored®. We 
simply want to point out again that our judgments about the long-run 
stability of the consumption-personal disposable income relationship by no 
means rule out the possibility of short-run instability in the relationship. 
As credit conditions, expectations about future prices and incomes, and the 
availability of new goods change, so will the short-run relationship between 
incomes and consumer spending. These problems, as well as the vast 
unexplored realms of consumption and economic growth, require much 
more work by Canadian economists. 


5 See Milton Friedman, 4 Theory of the Consumption Function, mimeographed 
manuscript, New York, National Bureau of Economic Research, 1955. 
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Appendix A 


MEASUREMENT OF PERSONAL EXPENDITURE 
ON CONSUMER GOODS AND SERVICES 


THE METHODs of measurement of total personal expenditure on con- 
sumer goods and services in Canada are set out in the national accounts 
publications of D.B.S.1. This appendix is concerned with the main principles 
of measuring aggregate consumption expenditures in Canada and a few 
of the problems of interpreting trends from the available statistics; it is in 
no way a substitute for the Bureau’s publication. 

The personal sector includes associations of individuals; unincorporated 
businesses are not separated from the persons who own them. Personal 
expenditure includes all expenditure by the sector on consumer goods and 
services, including durable goods, but excluding the purchase of housing. 
The Bureau’s publication defines the group thus?: 

“This component comprises personal expenditure of Canadian 

residents, including implied expenditure out of income in kind, 

on consumer goods and services. All types of consumer durable 

goods are included. Purchases of houses, however, are regarded 

as capital goods, and are shown with the estimate of gross domestic 

investment. The rental value of owner-occupied houses is included, 

as are the operating costs of non-commercial institutions,... 

(such as universities and religious organizations), and all life in- 

surance companies. The estimate includes expenditures of Cana- 

dian residents temporarily abroad and excludes expenditures of 
foreign residents temporarily in Canada. All expenditures that are 
regarded as business costs are excluded.” 

The estimates of total personal expenditures are derived mainly from 
benchmarks constructed from the decennial census, together with extra- 
polations from and interpolations between the benchmarks based on selected 
quarterly and annual information. In other words, the estimates of total 
expenditure are based primarily on what is called a retail sales method. For 
services, where retail sales information is not readily available, a series of 
direct and indirect measures are used. 

The national accounts which have been published since 1941 are all 
based on the 1941 census; in other words the results of the 1951 census are 
not yet incorporated into the estimates. D.B.S. was kind enough to discuss 


1D.B.S., National Accounts, Income and Expenditure, various issues; see particularly 
the 1926-50 volume. 
2 National Accounts, 1926-50. 
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their preliminary work on incorporating the 1951 census benchmarks into 
the national accounts; it is believed that this newer information will not 
make a large difference to the estimates of total consumer expenditure. 

Since the data were published, it has been found that there was a 
significant underestimation of total personal expenditure between 1926 and 
1932, more or less offsetting a significant overestimation of the gross 
domestic investment in new machinery and equipment?. Because of our 
special interest in the experience in the earlier peacetime full employment 
boom in Canada, we have adjusted the total consumption expenditures to 
correct for these errors; our figures should be looked upon as preliminary 
in this regard. 

The measure of personal saving developed in the national accounts is 
one of the most difficult to interpret. First, personal saving is measured as 
the difference between independent estimates of personal disposable income 
and personal expenditure on consumer goods and services. The errors of 
measurement in each of the independent estimates may combine to give a 
somewhat irregular pattern of fluctuation in the estimated personal saving. 
Second, the business savings of unincorporated businesses, including farms, 
are part of the personal savings. Fluctuations in crops and in farm savings 
will lead to substantial fluctuations in the total of personal savings even 
though little fluctuation may take place in the non-agriculture sectors of the 
economy. Further, any trend of relative growth or decline in the importance 
of unincorporated relative to incorporated businesses will show up as trends 
in the ratio of personal savings to personal disposable income, though there 
may be no change in the actual savings behaviour of individuals or businesses. 
Third, net accumulations of consumer durable assets, such as automobiles 
and consumer durable goods, are not treated as savings of any kind in the 
economy. A trend toward consumers buying more durable goods and less 
housing would show up as less total saving in the economy. Fourth, saving 
in the form of owner-occupied housing is treated as business saving. When 
interpreting the financial position of households, one might want to treat 
such saving as very closely related to personal saving; after all, accumulation 
of equity in a house and accumulation of an equivalent retirement fund 
through annuities are close substitutes for one another in personal behaviour. 

In judging the trends in personal saving and consumption in Canada 
we tried to take account of these various factors, at least in a rough qualita- 
tive way. We averaged the consumption-income or saving-income ratios 
over a number of years of relatively full employment. We adjusted the 
ratios for unusual accumulations of farm inventories. Improved estimation 
of trends in saving in the form of consumer durables must wait on develop- 
ment of estimates of the stock of consumer durables in Canada. Similarly, 
the stock of owner-occupied housing must be estimated to improve our 
understanding of this factor as an influence on personal saving. 


% See the discussion of the investment data in Wm. C. Hood and Anthony Scott, 
Output, Labour and Capital in the Canadian Economy, Ottawa, 1957. 
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MEASUREMENT OF THE DISTRIBUTION OF PERSONAL 
EXPENDITURE ON CONSUMER GOODS AND SERVICES 


METHODs of measuring distribution of personal expenditure are dis- 
cussed in the national accounts!. This appendix is intended as a summary 
of the principles, together with comments on interpreting the published 
statistics and the accounts which underlie them. 


_ In principle, the pattern of consumer expenditure may be analyzed in 
various ways, according to the type of consumption activity carried on, 
according to the industries and other sources from which the goods are 
derived, and so on. What is possible in practice depends on the methods 
used to estimate consumer expenditure. In Canada both the total and the 
distribution of such expenditures are measured mainly by the retail sales 
method; thus we can classify sales of goods at retail level, but we have a 
quite limited basis for studying the distribution of the value of consumer 
expenditure between the manufacture and marketing of goods, among various 
manufacturing industries and between imported and domestically produced 
goods. For at least part of their historical statistics the Americans are in 
quite a different position, as their estimates of consumption until 1947 are 
based on a commodity flow method. Estimates of the consumption of 
particular types of goods or services are built up from data on the produc- 
tion, import and export of the commodities, together with adjustments for 
inventories, commodity taxes and retail and wholesale margins. Each of 
the methods has its own attractions; a country which is using both has the 
best of all worlds. The retail sales method yields estimates very soon after 
the event, whereas the commodity flow method yields figures only a year or 
more after the event. The analysis possible from the commodity flow 
information is much broader than from the retail sales data. For one year, 
1949, Canada has estimates based on both methods, the commodity flow 
information being developed as part of the Canadian input-output table 
for 1949°. 


1D.B.S., National Accounts, Income and Expenditure, various issues, but see particu- 
larly the 1926-50 volume. 
2 D.B.S., Reference Paper No. 72, Ottawa, 1956. 
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The main method of estimating the functional distribution of consumer 
expenditure in Canada is based on the decennial census and extrapolations 
and interpolations from these censuses. From the decennial census an 
estimate of the total retail sales to the personal sector is made, and this is 
broken down into a cross-classification by type of commodity and type of 
retail outlet. The classification by type of commodity provides the bench- 
mark distribution of consumer expenditure. To complete the story, items 
which are not covered in the census of merchandising such as many services 
have to be estimated from other parts of the census; for example, the 
occupations and earnings volumes yield estimates of many of the service 
items. Between the census years a sample of retail sales by type of outlet 
is available, in some cases monthly, in other cases quarterly and yearly. 
For a large number of the categories of expenditure, these sales by store 
types are used to extrapolate or interpolate from the census benchmark 
estimate of personal expenditures on a particular class of goods. In some 
cases, a commodity flow method of estimation is used. In other cases, 
such as many services, sample data on the distribution of the labour force 
and rates of personal remuneration must be used. 


As one gets further and further from the census benchmark, the extra- 
polations are liable to become less and less reliable. This is a serious 
problem in interpreting the published statistics, as the currently published 
data are based on the 1941 census. In other words the results of the 1951 
census are not yet incorporated into the Canadian national accounts, in so 
far as the distribution of personal expenditure is concerned. D.B.S. was 
kind enough to make available the preliminary results of their revision of 
the national accounts, and we have in fact modified the published statistics 
in the light of these preliminary results. For this we must take complete 
responsibility and we must warn the reader that the revised statistics, when 
they appear, may differ from those which we have used. 


There are no published breakdowns of the consumer expenditure prior 
to 1930. The published data for 1930-32 had to be adjusted to take account 
of the revision in the total consumer expenditure during these years. In 
adjusting the 1930 benchmarks and in building a distribution of consumer 
expenditure between 1926 and 1930, the Bureau provided a great deal of 
help. The principles used were essentially the same as those underlying the 
published breakdowns. Again, however, we will have to take the responsi- 
bility for the series; they are not official statistics. 


Appendix C 
NOTES ON CHAPTER 4 


THIS APPENDIX consists of a few notes on concepts, information used, 
and judgments expressed in Chapter 4. First some general points. The con- 
cepts of personal expenditure used throughout the chapter were those 
developed in the Canadian national accounts, as they have been published 
in recent years. The only exception to this rule concerns shelter, where we 
have deducted the estimated landlord’s fuel costs from the published 
estimate of expenditure on shelter, adding the fuel costs to the fuel item 
under household operation. We have taken advantage of the preliminary 
work of revision of Canada’s national accounts, so that some of the figures 
used in this chapter will differ from the published data. 

Since any particular references may be used in several sections of the 
chapter, the sources of information for each section have not been included 
in this appendix. The main sources have been placed in a classified biblio- 
graphy to this study. 

Food 

Reference is made in the text to the service portion of restaurant meals, 
to the net value of food manufacturing for the Canadian market, to farm 
income from producing food for the Canadian market and to imports of 
food. 

(a) Service Portion of Restaurant Meals 
The published national accounts data include the total expenditure on 


restaurant meals among the personal expenditure on food. The purchase of . 


restaurant meals involves an unusually large expenditure on services com- 
pared with other elements included in the expenditure on food. For some 
purposes we might wish to deduct the estimated service portion of expendi- 
ture on restaurant meals from the published expenditure figures. The avail- 
able data are not very satisfactory. Those knowledgeable in the trade have 
suggested that 50% of the value of restaurant meals is represented by non- 
food costs. This is the basis of our adjustment. 


(b) The Net Value of Food Manufacturing for the Canadian Market 


For some purposes it is extremely useful to estimate the changes in the 
proportion of the expenditure on food which are due to the increase in the 
value added by commercial manufacturing of food. The net value of food 
manufacturing activities in Canada is the starting point for such an estimate. 
However, the manufacture of food in Canada is carried on partly for the 
domestic market and partly for the export market. The proportionate im- 
portance of these markets may change, so that the published data on the net 
value of food manufacturing activities in Canada may not even be a satis- 
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factory index of the growth in food processing for the domestic market. We 
have attempted to estimate the proportion of the net value of food manu- 
facturing activities in Canada which is for the export market, deducting this 
from the total to obtain the net value of manufacturing for Canadian con- 
sumption. We divided the net value of manufacturing in the beverage indus- 
tries, food canning and processing, the manufacture of dairy products, grain 
mills, meat packing and bakery production between the domestic and export 
markets on the basis of the ratio of the value of exports to the gross value of 
Canadian production in each industry. 


(c) Farm Income from Supplying Food to the Canadian Market 


We are also interested in estimates of the Canadian farm income from 
supplying food to the Canadian market, and the growth in this magnitude 
relative to the growth in Canadian personal expenditure on food. Gross 
farm income is received partly from export and partly from domestic pro- 
ducts. One way of estimating that part received from domestic markets is 
to measure the export share and deduct this from the total. From the 
average farm cash income over a series of years we deducted the estimated 
farm value of exports of grains, meat and animals, cheese and other dairy 
products. The remainder is the farm cash income from supplying food to the 
domestic market. To this must be added the farm food income in kind, in 
order to have a measure comparable with the total personal expenditure on 
food, as the latter includes imputed items. 


(d) Imports of Food Products 


Estimates were developed in the study of Canada’s imports prepared 
for the Commission by this author. 


Tobacco 
The assumptions underlying the forecast are: 

(a) The consumption (by weight) of all tobacco products other than 
cigars per adult will increase at a rate of 1% per annum com- 
pounded between 1955 and 1965 and 0.5% per annum between 
1965 and 1980. 

(b) The proportion of this consumption in the form of manufactured 
cigarettes will be 87% by 1965 and 88% by 1980. 

(c) The per capita consumption of cigars will be 18 per annum by 
1965 and 20 per annum by 1980. 

(d) 1949 prices are used to value the personal expenditure. It is as- 
sumed that the increased sales of cigarettes at carton prices will be 
just about offset by sales at prices which include increased pro- 
vincial taxes. 


Shelter 
The usual way in which forecasts of the demand for housing are made 


is to estimate the probable family formation, to assume that there will be one 
more housing unit per additional family, and to add a certain number of 
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houses to make good depreciation, relocation of the population and de- 
creases in the doubling-up of families which exists at the present time. To 
convert this to a value figure, an estimate of the average value of new 
housing units has to be made. This is probably the most reliable procedure 
available. However, for long-range economic forecasting, it is difficult to 
know what allowance to make for improved average quality of the housing. 
We believe that this is largely a function of the growth in income and the 
changes in the proportion of the household income devoted to shelter. In 
this study we attempted to estimate the increased personal expenditure on 
space rent. To relate this to the quality and quantity of new housing, a 
number of very tenuous steps must be made. First, depending on the level 
of interest rates and the age structure of the housing, there is a certain 
range of values of the stock of housing consistant with a given level of per- 
sonal expenditure on shelter. Second, given stable prices, a specified growth 
in the value of the gross and net stock of housing, implies a certain range of 
possible values for the annual gross investment in housing. Given a set of 
prices for houses of various qualities, this implies a series of possible com- 
binations of average quality and number of gross additions to the housing 
stock. We actually tried to go through these steps in the analysis. Though 
the range of uncertainty in the analysis is considerable, we are convinced 
that the levels of personal expenditure assumed in Chapter 4 will only be 
attained if there is a significant increase in the average quality of the Cana- 
dian stock of housing over the next 25 years. 


Household Durable Goods, Autos and Sporting Equipment 


In the United States, estimates have been made of the stock of capital 
held by persons in these forms; these show that such goods are one of the 
most rapidly growing parts of the community’s wealth. Also, the growth in 
consumer debt is associated with, and is comparatively modest relative to, 
the average stock of such assets and the average levels of income. There is 
little published work on the stock of consumer durable assets in Canada, 
though there is no technical reason why usable estimates cannot be made. 
The methods to be used are similar to those used to estimate the stock of 
industrial capital in the Commission’s study of output, labour and capital 
in the Canadian economy. The estimates were not made in this study of 
consumption expenditures because of the time which they would have taken. 
However, the pattern of acquisition of durable goods in Canada and in the 
United States is sufficiently similar that we can have confidence in the view 
that a rapid growth in the gross and net stock of such durables has taken 
place in Canada during the last 30 years, but particularly during the last 
ten years. The development of estimates of the stock of consumer durables 
in Canada ought to have rather high priority in our economic research work, 
as such data will facilitate studies of consumer credit, and of replacement 
cycles in the demand for durables. It is with some regret that we had to rule 
out such a study in this essay. 
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Appendix E 


OTHER STUDIES TO BE PUBLISHED 
BY THE ROYAL COMMISSION 


Output, Labour and Capital in the Canadian Economy — 
by Wm. C. Hood and Anthony Scott 


Canadian Energy Prospects — 
by John Davis 
Progress and Prospects of Canadian Agriculture — 
by W. M. Drummond and W. Mackenzie 
The Commercial Fisheries of Canada — 
by The Fisheries Research Board and The Economic 
Service of The Department of Fisheries of Canada 
The Outlook for the Canadian Forest Industries — 
by John Davis, A. L. Best, P. E. Lachance, 
S. L. Pringle, J. M. Smith, D. A. Wilson 
Mining and Mineral Processing in Canada — 
by John Davis 
Canadian Secondary Manufacturing Industry — 
by D. H. Fullerton and H. A. Hampson 
The Canadian Primary Iron and Steel Industry — 
by the Bank of Nova Scotia 


The Canadian Automotive Industry — 
by The Sun Life Assurance Company of Canada 
The Canadian Agricultural Machinery Industry — 
by J. D. Woods & Gordon Limited 
The Canadian Industrial Machinery Industry — 
by Urwick, Currie Limited 
The Canadian Electrical Manufacturing Industry — 
by Clarence L. Barber 
The Electronics Industry in Canada — 
by Canadian Business Service Limited 
The Canadian Primary Textiles Industry — 
by National Industrial Conference Board (Canadian Office) 


The Canadian Construction Industry — 
by The Royal Bank of Canada 
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The Canadian Chemical Industry — 
by John Davis 
The Service Industries — 
by The Bank of Montreal 
Probable Effects of Increasing Mechanization in Industry — 
by The Canadian Congress of Labour, now 
The Canadian Labour Congress 
Labour Mobility — 
by The Trades and Labor Congress of Canada, now 
The Canadian Labour Congress 
Skilled and Professional Manpower in Canada, 1945-1965 — 
by The Economics and Research Branch, Department 
of Labour of Canada 
Transportation in Canada — 
by J-C. Lessard 
Industrial Concentration — 
by The Canadian Bank of Commerce 
Housing and Social Capital — 
by Yves Dubé, J. E. Howes and D. L. McQueen 
Financing of Economic Activity in Canada — 
by Wm. C. Hood, including a Presentation of National Transactions 
Accounts for Canada, 1946-54, by L. M. Read, S. J. Handfield-Jones 
and F. W. Emmerson 
Certain Aspects of Taxation Relating to Investment in 
Canada by Non-Residents — 
by J. Grant Glassco of Clarkson, Gordon & Co., 
Chartered Accountants 
Canada’s Imports — 
by David W. Slater 
The Future of Canada’s Export Trade’ — 
by R. V. Anderson 
Canada — United States Economic Relations ' — 
by Irving Brecher and S. S. Reisman 
Canadian Commercial Policy? 
by J. H. Young 
Some Regional Aspects of Canada’s Economic Development — 
by R. D. Howland 
The Nova Scotia Coal Industry — 
by Urwick, Currie Limited 
Canadian Economic Growth and Development from 1939 to 1955 — 
by J. M. Smith 


1 This is one of a series of three studies on Canadian international economic relations 
prepared under the direction of S. S. Reisman. 
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H. S. Houthakker, “Some Calculations on Electricity Consumption in 
Great Britain”, Journal of the Royal Statistical Society, Section A, No. 
114, 1951. 

H. S. Houthakker and J. Tobin, “Estimates of the Free Demand for 
Rationated Foodstuffs”, Economic Journal, Vol. 2, 1952. 

R. Stone, “Linear Expenditure Systems and Demand Analysis: An Ap- 
plication to the Pattern of British Demand”, Economic Journal, Vol. 64, 
1954. 

J. Tobin, “A Statistical Demand Function for Food in the U.S.A.”, 
Journal of the Royal Statistical Society, Section A, No. 113, 1950. 

J. Tobin and H. S. Houthakker, “The Effects of Rationing on Demand 
Elasticities”, Review of Economic Studies, Vol. 18, 1950-51. 


General Statistical Sources 


Note: Statistical sources which apply only to particular categories of 


expenditure are dealt with in Section IV. 
(a) Data on the Level of Consumption Expenditures and Saving and the 


Distribution of Personal Expenditure in Countries other than Canada. 


Jean Mann Due, Consumption Levels in Canada and the United States, 
1947-50, unpublished Ph.D. thesis, University of Illinois, 1953. 
Te ‘Levels of Consumption in Canada and the United States, 
1947-1950”, CJEPS, May, 1955. 


U.S. Department of Commerce, Survey of Current Business, National 
Income Supplement, various years. 
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U.S. Bureau of Census, Historical Statistics of the United States, 1946. 
United Nations, Statistical Yearbook and Monthly Bulletin of Statistics, 
various issues. These publications contain consumption data for various 
countries since 1938. 

F. M. Williams and C. C. Zimmerman, Studies of Family Living in the 
United States and Other Countries, U.S. Department of Agriculture, 
Miscellaneous Publications 235, 1935. This is a very comprehensive 
bibliography of family living studies prior to 1935. 

Note: In the summer of 1956, the first volumes of the University of 
Pennsylvania — B.L.S. study of consumer expenditures in the United States, 
based on the 1950-51 surveys in the United States, came available. This 
was too late for us to use the material. This is a most important source for 
future work. For an early discussion of the work see Business Week, June 
16, 1956. 

See also the references to Clark, Kuznets and Goldsmith in Section I 
of this bibliography and see references to Stone, Bennett, Davis, Dewhurst, 
Kravis and Woytinsky in Section II of this bibliography. 


(b) General Data on the Level of Consumption Expenditures and Savings 
and the Distribution of Personal Expenditure in Canada. 


D.B.S., Family Income and Expenditure in Canada, 1 937-38, Ottawa, 

1941. 

D.B.S., Canadian Non-Farm Family Expenditure, 1 947-48, Reference 

Paper No. 42, Ottawa, 1953. 

D.B.S., City Family Expenditure, I 953, Reference Paper No. 64, 

Ottawa, 1955. 

D.B.S., National Accounts, Income and Expenditure, various issues, See 

particularly the Accounts for 1926-50 and the Accounts for 1950-55. 

D.B.S., Canadian Statistical Review, various issues, Ottawa. 

D.B.S., The Inter-Industry Flow of Goods and Services, Canada, 1949, 

Reference Paper No. 72. Ottawa, 1956. 

Wm. C. Hood and Anthony Scott, Output, Labour and Capital in the 

Canadian Economy, Ottawa, 1957. 

J. H. Young, Canadian Commercial Policy, Ottawa, 1957. This study 

for the Commission contains a very careful comparison of the prices of 

many consumer goods in Canada and the United States. 

See also reference to Humphrey in Section I (c), to Kravis in Section Il 

(b) and to Due in Section III (a). 


IV. Data and Studies on Particular Categories of Expenditure 


To list all the references consulted or pertinent to the study of particu- 
lar categories of expenditure would lead to an intolerably long list. We have 
listed a few items which were particularly helpful for each category. We 
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have not listed many of the D.B.S. publications, though they were used a 
great deal. They are catalogued by the Bureau, and we simply refer the 
reader to their lists. Some sources were used in connection with many 
categories of expenditure, including the Dewhurst and Woytinsky studies 
noted in Section II (b). 


(a) 


(b) 


Services 


G. J. Stigler, “Domestic Servants in the United States, 1900 to 1940”, 
Occasional Paper No. 24, The National Bureau of Economic Research, 
New York, 1946. 


R. Ferber, “Expenditures for Services in the United States: Their 
Growth and Some Factors Influencing Them”, Conference on Consump- 
tion and Economic Development, New York, The National Bureau of 
Economic Research, 1955. 

Bank of Montreal, The Service Industries, study prepared for the Royal 
Commission on Canada’s Economic Prospects, Ottawa, 1957. 

See also Clark, referred to in Section I (b). 


Food 


J. D. Black, “Agriculture in the Nation’s Economy”, American Econo- 
mic Review, March, 1956. 


D.B.S., “Apparent Per Capita Disappearance of Food in Canada”, 
Canada Yearbook and separate memoranda, various years. This publica- 
tion provides the basic information on the volume of various kinds of 
food consumed in Canada. 

D.B.S., Urban Family Food Expenditure, 1953. Reference Paper No. 
60, Ottawa, 1955. 

W. M. Drummond and W. Mackenzie, Progress and Prospects of Cana- 
dian Agriculture, Ottawa, 1957. A study prepared for the Commission. 
Karl A. Fox, “Structural Analysis and the Measurement of Demand for 
Farm Products”, Review of Economics and Statistics, 1954. 

M. A. Girshick and T. Haavelmo, “Statistical Analysis of the Demand 
for Food”, Econometrica, 1947. 

W. Mackenzie, “Possible Trends in the Demand for Canadian Farm 
Products”, Canadian Journal of Agricultural Economics, 1955. 

T. W. Schultz, The Economic Organization of Agriculture, New York, 
McGraw-Hill, 1953. 


U.S. Department of Agriculture, Consumption of Food in the United 
States, 1909-48, Miscellaneous Publications, No. 691; see also continua- 
tions to more recent years. 


See also the article by Houthakker and Tobin listed in Section II (e}) 


and by Tobin, listed in Section II (c). 
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(e) 


(f) 
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Tobacco and Alcoholic Bevereges 

Merrill Denisson, Barley and the Stream, Toronto, McLelland and 
Stewart, 1955. 

Canada: Restrictive Trade Practices Commission, Report Concerning 
an Alleged Combine in the Manufacture, Distribution and Sale of Beer 
in Canada, Ottawa, 1955. 

David W. Slater, The Taxation and Consumption of Tobacco Products 
in Canada, studies prepared in 1953, 1954, 1955 and 1957 for the 
Flue-Cured Tobacco Marketing Association of Ontario, Simcoe, Ontario. 
Tobacco Tax Council, Cigarette Taxes in the United States, Richmond, 
Virginia, 1955. 


Clothing and Personal Furnishings 

Gilbert Jackson and Associates, Consumption of Primary Textiles and 
the National Income, Research Memorandum No. 6, Toronto, February, 
1945. 

Manual of the Textile Industry, 1954. 

National Industrial Conference Board (Canadian Office), The Canadian 
Primary Textiles Industry, study prepared for the Royal Commission on 
Canada’s Economic Prospects, Ottawa, 1957. 

Primary Textiles Institute, Brief to the Royal Commission on Canada’s 
Economic Prospects, Montreal, 1956. 

Royal Commission on Textiles, Report, Ottawa, 1938. 


Shelter 

Central Mortgage and Housing Corporation, Housing and Urban Growth 
in Canada, Brief to the Commission, Ottawa, March 1956. 

Central Mortgage and Housing Corporation, Canadian Housing Statis- 
tics, quarterly, Ottawa. 

Y. Dubé, J. E. Howes and D. L. McQueen, Housing and Social Capital, 
study prepared for the Commission, Ottawa, 1957. 

O. J. Firestone, Residential Real Estate in Canada, Toronto, University 
of Toronto Press, 1952. 

D. L. Wickens, Residential Real Estate, New York, National Bureau of 
Economic Research, 1941. 

Louis Winnick, “Housing: Has There been a Downward Shift in Con- 
sumers’ Preferences ?” Quarterly Journal of Economics, February, 1955: 


Household Operation 

Clarence L. Barber, The Canadian Electrical Manufacturing Industry, 
study prepared for the Royal Commission on Canada’s Economic Pros- 
pects, Ottawa, 1957. 

D.B.S., Household Facilities and Equipment, Surveys, September, 1955. 
September, 1953, September, 1951, Ottawa. See also the Decennial 
Census of Canada, for 1941 and 1951. 
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U.S., The President’s Materials Policy Commission (Paley Report),. 
Resources for Freedom, Vol. II, Washington, June, 1952. 

John Davis, Canadian Energy Prospects, study prepared for the Royal 
Commission on Canada’s Economic Prospects, Ottawa, 1957. 


(g) Personal Transportation, including the Purchase and Operation of 
Automobiles. 


The Bank of Nova Scotia, “The Canadian Market for Automobiles”, 
Monthly Review, August, 1955. 

K. W. Boulding, “An Application of Population Analysis to the Auto- 
mobile Population of the United States”, KYKLOS, Vol. VIII, 1955. 
John Davis, Canadian Energy Prospects, Ottawa, 1957. 

J-C. Lessard, Transportation in Canada, a study prepared for the 
Royal Commission on Canada’s Economic Prospects, Ottawa, 1957. 

C. F. Roos and V. Von Szeliski, “Factors Governing Changes in 
Domestic Automobile Demand’, in The Dynamics of Automobile De- 
mand, New York, 1939. 

The Sun Life Assurance Company of Canada, The Canadian Automo- 
tive Industry, a study prepared for the Royal Commission on Canada’s 
Economic Prospects, Ottawa, 1957. 


See also briefs to the Commission by the British American Oil Com- 
pany, the Ford Motor Company of Canada, General Motors Corporation of 
Canada, The Imperial Oil Company, and the Rubber Manufacturers’ Asso- 
ciation of Canada. On rail and air transport see the briefs to the Commis- 
sion by the Canadian National Railways, the Canadian Pacific Railway, 
Canadian Pacific Airlines and Trans-Canada Air Lines. 


(h) Medical Care 


Note: The Research Division of the Department of National Health 
and Welfare has prepared a number of excellent studies in this area in re- 


- cent years. Consult their catalogues; only one of their publications is listed 


below, but many were consulted. 


Department of National Health and Welfare; Health Care in Canada, 

Expenditure and Sources of Revenue, 1953, Research Division, Memo- 

randum No. 12, Research Division, Ottawa, 1955. 

See also the study on housing and social capital noted in Section IV (d), 
the study of the service industries, noted in Section IV (a), and the Cana- 
dian surveys of family expenditures, listed in Section III (b). 


(i) Other Items of Expenditure 


See the studies of housing and social capital and the service industries 
for discussions of education, recreation, and travel. See the Canadian 
Balance of International Payments for estimates and discussions of inter- 
national tourist travel. 
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